United  States  Court  of  Appeals 

for  the 

District  of  Columbia  Circuit 


TRANSCRIPT  OF 
RECORD 


BRIEF  FOR  PETITIONER 


IN  THE 

{Hmteti  States  Court  of  Appeals 

For  the  District  of  Columbia. 

No.  S401. 

In  re  ROCK  ISLAND  PROJECT,  NO.  943, 

PUGET  SOUND  POWER  &  LIGHT  COMPANY, 

Licensee. 


PUGET  SOUND  POWER  &  LIGHT  COMPANY, 

Petitioner, 

against 

FEDERAL  POWER  COMMISSION, 

Respondent. 


PETITION  TO  REVIEW  ORDERS  OF  FEDERAL 

POWER  COMMISSION. 


WILLIAM  E.  TUCKER, 

20  Pine  Street, 

New  York,  New  York; 

PAUL  D.  MILLER, 

20  Pine  Street, 

New  York,  New  York, 
Attorneys  for  Petitioner. 

MUDGE,  STERN,  WILLIAMS  &  TUCKER, 

20  Pine  Street, 

New  York,  New  York, 

Of  Counsel. 


Tandick  1‘rcss.  Inc.,  22  Thames  St.,  New  York,  U,  S.  A. 


INDEX. 


Table  of  Cases  and  Statutes _ 

Jurisdictional  Statement _ 

Statement  of  the  Case . 

Statute  Involved . 

Statement  of  Points . 

Summary  of  Argument . 

Argument  . 

Date  of  completion  in  view  of  effects  of  de¬ 
pression  . 

Date  of  completion  apart  from  effects  of  de¬ 
pression  . 

The  water  hammer  in  the  draft  tubes _ 

Lack  of  power  to  operate  wicket  gates _ 

The  weakness  in  the  shaft  sleeves . 

Analysis  of  evidence  on  length  of  time  re¬ 
quired  to  remedy  defects . 

No  substantial  evidence  to  support  exclusion 
from  cost  of  allocation  from  certain  overheads 

Contingent  salaries _ 

Investigation  expense . 

Other  new  business  expense . 

Miscellaneous  items . 


11 


Table  of  Cases  and  Statutes. 

PAGE 

Alabama  Power  Co.,  Licensee,  (1932)  1  F.  P.  C.  25 17 

Chelan  Electric  Co.,  Licensee,  (1933)  1  F.  P.  C.  91 18 

Clarion  River  Power  Co.,  Licensee,  (1935)  1  F.  P.  C. 

284  .  18 

Consolidated  Edison  Co.  vs.  N.  L.  R.  B.,  (1938)  305 
U.  S.  197 .  16 

National  Labor  Relations  Board  v.  Jones  &  Laugh- 
lin  Steel  Corp.,  (1937)  301  U.  S.  1 _  23 

Louisville  Hydro-Electric  Co.,  Licensee,  (1933)  1 
F.  P.  C.  130 .  17, 18 

Securities  and  Exchange  Commission  vs.  Chenery 
Corp.  et  al.  (Sup.  Ct.  Feb.  1,  1943)  11  TJ.  S.  L.  W. 

4160  (not  yet  officially  reported) .  48 


Federal  Power  Act,  as  amended: 

(Act  of  June  10,  1920,  c.  285,  41  Stat.  1063;  Act 
of  March  3,  1921,  c.  129,  41  Stat.  1353;  Act  of 
June  23,  1930,  c.  572,  46  Stat.  797;  Act  of 
August  26,  1935,  c.  687,  49  Stat.  838)  (c.  12, 

Tit.  16,  TJ.  S.  C.) . 1,2,3,4,5,10,16 


IN  THE 


©totteb  States  Court  of  Appeals 

Foe  the  District  of  Columbia. 

No.  8401. 
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BRIEF  FOR  PETITIONER. 

Jurisdictional  Statement. 

The  Federal  Power  Commission  (hereinafter  sometime^ 
called  the  “Commission”)  is  constituted  under  the  Federal 
Power  Act  as  amended  (Act  of  June  10,  1920,  c.  285,  41 
Stat.  1063;  Act  of  March  3,  1921,  c.  129,  41  Stat.  1353;  Act 
of  June  23,  1930,  c.  572,  46  Stat.  797;  Act  of  August  26, 
1935,  c.  687,  49  Stat.  838)  (c.  12,  Tit.  16,  U.  S.  C.),  and  ijs 
charged  with  the  administration  of  the  provisions  of  sai<jl 
Act  (hereinafter  sometimes  called  the  “Act”). 

The  Petitioner  is  aggrieved  by  an  order  of  the  Com¬ 
mission  dated  July  28, 1942  (Pet.  App.  552)  and  by  an  order 
of  the  Commission  dated  September  26, 1942  (Pet.  App.  43); 
affirming  said  order  of  July  28, 1942  on  Petition  for  Rehear¬ 
ing.  By  said  orders  there  is  determined  the  actual  legitij 
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mate  original  cost  of  a  project,  consisting  of  a  dam  across 
the  Columbia  River  in  the  State  of  Washington,  a  power 
Station,  power  units  and  appurtenances  together  with  con¬ 
necting  transmission  lines.  Said  project  was  constructed 
under  a  license  granted  by  the  Federal  Power  Commission 
known  as  Rock  Island  Project  No.  943  (said  project  is 
herein  sometimes  called  the  * 1  Project”).  The  opinion  of 
the  Commission  No.  78  relating  to  said  order  of  July  28, 
1942,  is  printed  in  the  Appendix  to  Brief  for  Petitioner, 
page  532. 

Paragraph  (a)  of  Section  313  of  the  Act  (Act  of  Aug.  26, 
1935,  c.  687,  Tit.  II,  §213  (49  Stat.  860) ;  c.  12,  Tit.  16, 
U.  S.  C.  §82 5-Z  (a))  provides  that: 

“Any  person,  State,  municipality,  or  State  com¬ 
mission  aggrieved  by  an  order  issued  by  the  Com¬ 
mission  in  a  proceeding  under  this  Act  to  which  such 
person,  State,  municipality,  or  State  commission  is 
a  party  may  apply  for  a  rehearing  within  thirty 
days  after  the  issuance  of  such  order.  The  applica¬ 
tion  for  rehearing  shall  set  forth  specifically  the 
ground  or  grounds  upon  which  such  application  is 
based.  Upon  such  application  the  Commission  shall 
have  power  to  grant  or  deny  rehearing  or  to  abrogate 
or  modify  its  order  without  further  hearing.  Unless 
the  Commission  acts  upon  the  application  for  rehear¬ 
ing  within  thirty  days  after  it  is  filed,  such  applica¬ 
tion  may  be  deemed  to  have  been  denied.  No  pro¬ 
ceeding  to  review  any  order  of  the  Commission  shall 
be  brought  by  any  person  unless  such  person  shall 
have  made  application  to  the  Commission  for  a 
rehearing  thereon.” 

i  Pursuant  to  the  provisions  of  said  paragraph,  Petitioner 
filed  with  the  Commission  on  August  27,  1942,  its  Petition 
for  Rehearing  on  said  Order  of  the  Commission  of  July  28, 
1942.  A  copy  of  such  Petition  was  annexed  to  the  Petition 
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for  Review,  Appendix  B,  and  may  be  found  in  the  Appendix 
to  Brief  for  Petitioner,  page  32  et  seq. 

By  the  order  of  September  26, 1942,  the  Commission  de¬ 
nied  the  Petition  for  Rehearing  and  amended  said  Order  of 
July  28,  1942  only  to  the  extent  of  allowing  Petitioner  to 
charge  to  capital  surplus  instead  of  earned  surplus  certain 
amounts  disallowed  by  the  Commission  as  a  part  of 
actual  legitimate  original  cost  of  the  Project. 

The  jurisdiction  of  this  Court  is  invoked  under  para¬ 
graph  (b)  of  Section  313  of  the  Act  (Act  of  Aug.  26,  1935, 
c.  687,  Tit.  II,  §213  (49  Stat.  860) ;  c.  12,  Tit.  16,  U.  S.  CL 

§825-?  (b)),  which  provides  as  follows: 

! 

“Any  party  to  a  proceeding  under  this  Act  ag¬ 
grieved  by  an  order  issued  by  the  Commission  in 
such  proceeding  may  obtain  a  review  of  such  ord£r 
in  the  Circuit  Court  of  Appeals  of  the  United  States 
for  any  circuit  wherein  the  licensee  or  public  utility 
to  which  the  order  relates  is  located  or  has  its  prin¬ 
cipal  place  of  business,  or  in  the  United  States 
Court  of  Appeals  for  the  District  of  Columbia,  py 
filing  in  such  court,  within  sixty  days  after  the  ord^r 
of  the  Commission  upon  the  application  for  rehear¬ 
ing,  a  written  petition  praying  that  the  order  of 
the  Commission  be  modified  or  set  aside  in  whoje 
or  in  part.  A  copy  of  such  petition  shall  forthwith 
be  served  upon  any  member  of  the  Commission  and 
thereupon  the  Commission  shall  certify  and  file  witl 
the  court  a  transcript  of  the  record  upon  which  the 
order  complained  of  was  entered.  Upon  the  filing 
of  such  transcript  such  court  shall  have  exclusivp 
jurisdiction  to  affirm,  modify,  or  set  aside  such  order 
in  whole  or  in  part.  No  objection  to  the  order  of 
the  Commission  shall  be  considered  by  the  court 
unless  such  objection  shall  have  been  urged  before 
the  Commission  in  the  application  for  rehearing 
unless  there  is  reasonable  ground  for  failure  so  to 
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do.  The  finding  of  the  Commission  as  to  the  facts, 
if  supported  by  substantial  evidence,  shall  be  con¬ 
clusive.  If  any  party  shall  apply  to  the  court  for 
leave  to  adduce  additional  evidence,  and  shall  show 
to  the  satisfaction  of  the  court  that  such  additional 
evidence  is  material  and  that  there  were  reasonable 
grounds  for  failure  to  adduce  such  evidence  in  the 
proceedings  before  the  Commission,  the  court  may 
order  such  additional  evidence  to  be  taken  before 
the  Commission  and  to  be  adduced  upon  the  hearing 
in  such  manner  and  upon  such  terms  and  conditions 
as  to  the  court  may  seem  proper.  The  Commission 
may  modify  its  findings  as  to  the  facts  by  reason 
of  the  additional  evidence  so  taken,  and  it  shall  file 
with  the  court  such  modified  or  new  findings  which, 
if  supported  by  substantial  evidence,  shall  be  con¬ 
clusive,  and  its  recommendation,  if  any,  for  the 
modification  or  setting  aside  of  the  original  order. 
The  judgment  and  decree  of  the  court,  affirming, 
modifying,  or  setting  aside,  in  whole  or  in  part,  any 
such  order  of  the  Commission,  shall  be  final,  subject 
to  review  by  the  Supreme  Court  of  the  United  States 
upon  certiorari  or  certification  as  provided  in  sec¬ 
tions  239  and  240  of  the  Judicial  Code,  as  amended 
(U.  S.  C.,  title  28,  secs.  346  and  347).” 

Statement  of  the  Case. 

The  Petitioner  holds  a  license  issued  by  the  Commis¬ 
sion  under  the  provisions  of  the  Act  for  the  Project,  which 
license  is  commonly  referred  to  as  “Rock  Island  Project 
No.  943”  (Pet.  App.  464  et  seq.).  Said  license  was  origi¬ 
nally  granted  to  Washington  Electric  Company,  a  subsidi¬ 
ary  of  Petitioner,  on  January  21,  1930  and  was  assigned  to 
the  Petitioner,  such  assignment  having  been  approved  by 
the  Commission  on  June  30, 1931  (R.,  p.  2691). 

Subdivision  (b)  of  Section  4  of  the  Federal  Water  Power 
Act  (Act  of  June  10, 1920,  c.  285,  §4  (41  Stat.  1065) ;  c.  12, 


Tit.  16,  U.  S.  C.)  as  amended  in  1935  by  Title  II  of  the 
Public  Utility  Act  of  1935  (Act  of  Aug.  26,  1935,  c.  687, 
Tit.  II  (49  Stat.  838)  c.  12,  Tit.  16,  U.  S.  C.),  authorizes 
and  empowers  the  Commission  to  determine  the  actual 
legitimate  original  cost  of  a  licensed  project. 

After  completion  of  the  Project,  in  accordance  witjh 
Commission’s  requirements,  the  Petitioner  filed  with  tlje 
Commission  its  initial  statements  of  the  actual  legitimate 
original  cost  of  the  Project  as  of  May  31, 1933.  There  werje 
included  in  such  statements,  as  items  of  cost,  interest  during 
construction  to  the  end  of  the  actual  construction  period, 
namely,  January  21,  1933  (figured  for  convenience  to  the 
end  of  that  month),  and  other  charges  such  as  Commission 
pre-operational  charges,  State  license  fees,  taxes,  credit  fo^r 
power  produced  during  construction  and  cost  of  powet 
produced  during  construction,  to  that  date  (also  so  figured). 

There  are  also  included  in  such  statements  as  a  part  of 
the  cost,  amounts  actually  paid  to  Stone  &  Webster  Engi¬ 
neering  Corporation  and  its  predecessor,  Stone  &  Webster, 
Inc.,  Operating  Division  (hereinafter  referred  to  together 
as  Stone  &  Webster  Engineering  Corporation),  as  its  fees 
in  constructing  the  Project  as  agent  for  the  Petitioner,  and 
there  was  included  in  such  cost  also  amounts  paid  to  Stone 
&  Webster  Service  Corporation  and  its  predecessor,  Stone 
&  Webster,  Inc.,  Operating  Division  (hereinafter  referred 
to  together  as  Stone  &  Webster  Service  Corporation),  for 
certain  services  rendered  in  connection  with  the  construction 
of  the  Project. 

These  items  for  interest  during  construction  and  the 
other  charges  dependent  upon  the  construction  period,  as: 
well  as  the  amounts  paid  to  Stone  &  Webster  Engineering' 
Corporation  and  Stone  &  Webster  Service  Corporation  as 
aforesaid,  were  suspended  in  certain  reports  filed  by  the 
staff  of  the  Commission  (Com.  Ex.  No.  1,  Parts  I,  II  and 
III,  R.,  p.  1665,  et  seq.;  Pet.  App.  398,  et  seq .). 
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Pertinent  excerpts  from  Part  I  of  the  Staff  Report  are 
printed  in  Petitioner’s  Appendix  to  this  Brief,  page  398 
et  seq.;  pertinent  excerpts  from  Part  II  of  the  Staff  Report 
are  printed  in  Petitioner’s  Appendix  to  this  Brief,  page  403 
et  seq.;  pertinent  excerpts  from  Part  III  of  the  Staff  Report 
are  printed  in  Petitioner’s  Appendix  to  this  Brief,  page 
441  et  seq. 

As  appears  from  Schedule  No.  3,  entitled  “Summary 
showing  recommended  disposition  of  Suspensions  of  Licen¬ 
see’s  claimed  cost  of  the  Rock  Island  Project  as  of  May  31, 
1933”  (Pet.  App.  402),  the  interest  during  construction 
items  were  assigned  the  Suspensions  Nos.  4,  119  and  207. 
The  other  items  for  Federal  Power  Commission  charges, 
State  license  fees,  taxes  &c.  dependent  for  the  amount  to  he 
allowed  upon  the  construction  period,  were  assigned  Sus¬ 
pensions  Nos.  114, 115, 118,  206, 116, 117.  Certain  overhead 
expenses  of  Stone  &  Webster  Engineering  Corporation  were 
assigned  Suspensions  Nos.  5, 121,  122  and  209,  and  certain 
overhead  expenses  of  Stone  &  Webster  Service  Corporation 
were  assigned  Suspensions  Nos.  6, 123  and  210. 

All  of  these  suspensions,  among  others,  were  protested 
by  the  Licensee  in  its  Protest  of  Licensee  to  Staff  Report 
1  (Com.  Ex.,  Incorporated  by  Reference  No.  20,  Pet.  App. 
470  et  seq.)  and  they  became  issues  at  the  hearing. 

At  the  hearing  Petitioner  introduced  evidence  designed 
to  show,  as  to  various  of  the  items  suspended  by  the  Com¬ 
mission,  that  the  actual  legitimate  cost  was  as  claimed  in  its 
original  statement,  and  to  show  that  as  to  such  items  the 
suspensions  made  by  the  Commission’s  Staff  were  not  justi¬ 
fied. 

As  indicated  above,  the  only  issues  presented  at  the  hear¬ 
ing  as  to  which  the  action  of  the  Commission  is  now  com¬ 
plained  of  were  (1)  the  fixing  of  the  termination  date  for 
the  construction  period,  and  the  determination  of  the  amount 
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to  be  allowed  for  interest  during  construction,  and  the 
charges,  fees  and  taxes  above  mentioned,  all  dependent  upon 
the  fixing  of  the  construction  period ;  and  (2)  the  determina¬ 
tion  as  to  how  much  of  the  amounts  actually  paid  by  Peti¬ 
tioner  to  Stone  &  Webster  Engineering  Corporation  ajid 
Stone  &  Webster  Service  Corporation  were  to  be  allowed 
as  part  of  the  cost  of  the  Project. 

As  to  the  first  issues,  interest  and  other  items  during 
construction,  Petitioner  now  complains  only  of  the  date 
taken  as  the  termination  date  for  construction,  and  does  n|ot 
now  complain  of  the  6%  per  annum  simple  interest  rsjte 
used  by  the  Commission  in  computing  interest  nor  tjhe 
method  followed  by  the  Commission  in  making  its  computa¬ 
tion. 

On  these  issues,  Petitioner  introduced  at  the  hearing 
testimony  designed  to  show,  and  contended  in  its  briefs  and 
memoranda  filed  with  the  Commission,  and  in  its  Petition 
for  Rehearing  and  accompanying  memorandum 

(1)  That  -while  as  an  engineering  matter  the  Project 
could  have  been  completed  sooner  than  January  21,  19^3 
(the  end  of  the  period  of  construction  allowed  by  the  Licence, 
and  the  date  on  which  construction  activities  actually  did 
end),  in  view  of  the  effects  upon  its  financing,  its  business 
and  its  power  requirements  of  the  overwhelming  depression 
which  began  in  1929,  Petitioner  had  no  alternative  but  to 
delay  the  construction  period,  that  in  so  doing  it  exercised 
due  diligence  to  complete  the  construction  as  soon  as  prac¬ 
ticable,  and  that  as  a  matter  of  law,  under  the  circumstances 
which  existed,  the  actual  date  of  completion  must  be  taken 
to  be  the  termination  date  for  construction  of  the  Project; 
and 

(2)  That  even  if,  ignoring  the  effects  of  the  depression, 
the  Petitioner  could  have  and  had  proceeded  to  construct 
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the  Project  as  rapidly  as  physically  possible,  it  could  not,  in 
view  of  engineering  and  construction  difficulties,  have  com¬ 
pleted  the  Project  prior  to  November  15,  1932. 

Petitioner’s  evidence  on  these  questions  consists  of  tes¬ 
timony  of  engineers  and  its  executives  as  developed  in 
detail  in  the  division  of  this  brief  entitled  “Argument”. 
No  evidence  was  offered  by  the  Commission  in  opposition 
to  Petitioner’s  first  contention,  and  the  testimony  of  the 
engineering  witness  produced  by  the  Commission  did  not 
contravene  Petitioner’s  contention  that  the  earliest  date 
on  which  the  Project  could  have  been  physically  completed 
and  placed  in  dependable  commercial  operation  was  Novem¬ 
ber  15,  1932. 

i  The  Commission  rejected  both  of  Petitioner’s  conten¬ 
tions,  found  July  31,  1932  to  be  the  termination  date  for 
construction,  and  accordingly  allowed  interest  only  to  July 
31,  1932  (Pet.  App.  538). 

i  The  computations  involved  depending  as  they  do  on 
cumulative  monthly  items  of  Project  costs,  are  extremely 
complicated,  and  are  further  dependent  upon  the  disposi¬ 
tion  of  other  items  contested  in  this  proceeding.  Accord¬ 
ingly,  Petitioner,  for  the  guidance  of  the  Court,  has 
appended  to  its  Petition,  as  Appendix  D,  its  computations 
of  interest  during  construction,  based  on  various  assump¬ 
tions  therein  stated,  from  which  it  will  be  seen  that  the 
additional  amount  of  interest  during  construction  which 
the  Petitioner  contends  the  Commission  should  have 
allowed,  varies  from  a  maximum  of  $408,168.86  to  a  mini¬ 
mum  of  $237,202.16  (Pet.  App.  45-46).  The  difference  in 
respect  of  the  other  contested  items  dependent  upon  the 
construction  period,  between  the  amounts  claimed  by  the 
Petitioner  for  a  termination  date  of  January  21, 1933,  and 
the  amounts  allowed  by  the  Commission  on  the  basis  of  a 
termination  date  of  July  31,  1932,  are  set  forth  in  a  tabula¬ 
tion  included  in  Petitioner’s  Petition  herein  (Pet.  App.  21). 
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The  second  group  of  contested  items  involve  the  quesl- 
tion  as  to  what  part  of  the  fees  actually  paid  to  Stone  & 
Webster  Engineering  Corporation  and  Stone  &  Webstelr 
Service  Corporation  should  be  considered  a  part  of  the  cost 
of  the  Project. 

The  reports  of  the  Staff  of  the  Commission  indicate^ 
(and  Petitioner  has  admitted)  that  Stone  &  Webster  Engi¬ 
neering  Corporation  and  Stone  &  Webster  Service  Corpo¬ 
ration  were  affiliated  with  the  Petitioner  at  the  time  of  the 
construction  of  the  Project.  At  the  hearings  Petitioner  fur¬ 
ther  admitted  that  in  view  of  such  affiliation,  Petitioner  wap 
entitled  to  have  included  in  Project  cost  only  the  actual 
cost  to  these  affiliated  companies  of  rendering  services  to 
the  construction  of  the  Project,  and  that  any  element  of 
profit  to  them  was  to  be  excluded  (Pet.  App.  539,  543-545). 

Thus  faced  with  the  necessity  of  proving  cost.  Petitioner 
retained  the  accounting  firm  of  Lybrand,  Ross  Bros.  $ 
Montgomery  to  make  an  examination  of  the  accounts  anjl 
a  determination  of  such  cost.  There  were  introduced  ip 
evidence  two  reports  of  such  firm  with  respect  thereto 
(Licensee’s  Exhibit  BB,  Pet.  App.  508,  et  seq.,  and 
Licensee’s  Exhibit  CC,  Pet.  App.  520,  et  seq.),  and  C.  B. 
Taylor,  a  member  of  such  firm,  testified  for  the  Licensee 
with  respect  to  such  costs. 

In  such  report,  and  by  his  testimony,  Mr.  Taylor  took 
the  position  that  certain  overheads  of  Stone  &  Webstar 
Engineering  Corporation  and  Stone  &  Webster  Service  Cor¬ 
poration,  principally  contingent  salaries,  advertising  and 
other  new  business  expense  and  certain  expenditures  for 
the  benefit  and  welfare  of  the  employees,  were  properly 
included  in  determining  the  cost  to  these  companies  of  ren¬ 
dering  their  services  to  the  Project;  and  accordingly,  that 
proper  proportions  thereof  should  be  allocated  to  Project 
cost. 
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An  accountant  member  of  the  Staff  of  the  Commission, 
Andrew  W.  Wilcox,  had  made  a  report  recommending  the 
disallowance  of  these  overheads  (Com.  Ex.  4).  Pertinent 
excerpts  therefrom  are  printed  in  Petitioner’s  Appendix 
to  this  Brief  {Pet.  App.  447,  et  seq).  Mr.  Wilcox  also  testi¬ 
fied  for  the  Commission  as  to  such  matters. 

i  Petitioner  contended  that  Mr.  Wilcox’s  testimony  in 
no  way  rebutted  that  of  Mr.  Taylor,  and  accordingly  that 
there  was  no  substantial  evidence  to  support  the  disallow¬ 
ance  as  part  of  Project  cost,  of  allocations  of  the  overheads 
in  question.  The  Commission,  however,  as  shown  by  its 
opinion  (Pet.  App.  539  ct  seq.),  disallowed  these  items. 

The  detailed  evidence  with  respect  to  each  of  these  items 
will  be  discussed  under  “Argument”,  below. 


Statute  Involved. 

The  only  statute  involved  in  this  case  is  the  act  known 
now  as  the  Federal  Power  Act  (formerly  the  Federal  Water 
Power  Act),  as  amended  (Act  of  June  10,  1920,  c.  285, 
41  Stat.  1063;  Act  of  March  3,  1921,  c.  129,  41  Stat.  1353; 
Act  of  June  23,  1930,  c.  572,  46  Stat.  797;  Act  of  August 
26,  1935,  c.  687,  49  Stat.  838)  (c.  12,  Tit.  16,  U.  S.  C.). 

At  the  places  in  this  brief  where  applicable,  full  quota¬ 
tions  from  the  Federal  Power  Act,  as  amended,  are  made 
to  the  extent  deemed  necessary. 

i  Statement  of  Points. 

I. 

The  finding  of  the  Commission  that  the  date  of  termina¬ 
tion  of  the  period  of  construction  of  the  Project  was  July 
31,  1932,  is  not  supported  by  any  substantial  evidence. 


11 


(a)  There  is  substantial  evidence  in  the  record  to 
the  effect  that,  as  a  result  of  the  effect  upon  it  of  I  the 
depression,  Petitioner  could  not,  with  the  exercise  of 
due  diligence,  have  completed  the  construction  of  the 
Project  before  January  21,  1933,  the  date  upon  which 
construction  actually  ceased,  and  there  is  no  substantial 
evidence  in  the  record  to  the  contrary. 

(b)  There  is  substantial  evidence  in  the  record  that, 
even  disregarding  the  effect  upon  the  Petitioner  of  the 
depression,  the  Project  could  not,  in  view  of  engineering 
and  construction  difficulties,  have  been  completed  and 
placed  in  dependable  commercial  operation  before 
November  15, 1932,  and  there  is  no  substantial  evidence 
in  the  record  to  the  contrary. 

I 

Accordingly,  the  Commission  erred  in  calculating  the 
amount  of  interest  during  construction  and  other  charges, 
fees  and  taxes,  etc.  dependent  upon  the  construction  period 
upon  the  basis  of  a  July  31,  1932  termination  of  the  period 
of  the  construction  of  the  Project,  and  such  items  should 
be  recomputed  and  allowed  upon  a  basis  of  a  determination 
as  to  date  of  termination  of  the  construction  period  which 
is  consistent  with  the  evidence  in  the  record. 

II. 

The  exclusion  by  the  Commission  from  Project  cost  of 
allocations  from  certain  overheads  of  Stone  &  Webstar 
Engineering  Corporation  and  Stone  &  Webster  Service  Cor¬ 
poration  is  not  supported  by  any  substantial  evidence  in 
the  record. 

Summary  of  Argument. 

1.  The  Commission  is  required  by  the  provisions  of  tl|e 
Act  to  make  allowance  for  interest  during  construction  and 


12 


similar  charges  as  part  of  the  cost  of  construction  of  the 
Project,  and  accordingly  to  make  a  proper  determination 
of  the  construction  period  in  order  to  determine  the  amount 
of  such  charges. 

2.  The  Commission,  by  its  own  consistent  administra¬ 
tive  construction  of  the  Act,  has  fixed  as  the  termination 
date  of  the  construction  period,  the  date  when  with  due 
diligence  and  prudence  the  Project  could  have  been  made 
ready  for  dependable  commercial  operation. 

3.  The  Project  was  in  fact  not  completed  and  ready  to 
be  put  into  dependable  commercial  operation  until  January 
21, 1933,  the  date  of  completion  required  by  the  license.  This 
date  is  the  earliest  date  upon  which  the  Petitioner,  when 
the  overwhelming  effects  of  the  depression  are  considered, 
could  with  due  diligence  and  prudence  have  completed  the 
Project,  and  no  earlier  date  should  be  taken  for  termination 
of  the  construction  period. 

(a)  The  only  evidence  in  the  record  on  the  effect  of 
the  depression  is  the  undisputed  evidence  of  C.  W. 
Kellogg,  called  by  the  Petitioner,  which  in  brief  shows : 

(1)  that  by  about  the  middle  of  the  construction 
period  the  Petitioner’s  load  for  the  capacity  of  the 
Project  had  entirely  disappeared ; 

(2)  that  the  Petitioner’s  earnings  in  a  single  year 
during  the  course  of  construction  dropped  $930,000; 

(3)  that  the  fixed  charges  for  the  Project  after 
completion  would  amount  to  nearly  $1,000,000  in 
addition; 

(4)  that  the  Petitioner  found  itself  on  account  of 
the  depression,  totally  unable  to  do  any  long-term 
financing  for  a  Project  which  could  only  be  perma¬ 
nently  financed  on  such  a  basis; 

(5)  that,  in  order  to  complete  the  Project  on  Janu¬ 
ary  21, 1933,  the  Petitioner  found  itself  forced  to  bor- 
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row  from  banks  on  a  short  term  basis  $3,227,000,  at  a 
time  when  there  existed  no  opportunity  to  fund  such 
bank  borrowings; 

(6)  that  the  Petitioner  was  forced  to  pay  for 
water  wheels  and  generators  with  its  notes  at  a  time 
when  it  did  not  know  whether  it  would  be  able  to  pay 
the  notes  when  they  became  due  or  not;  and 

(7)  that  to  have  abandoned  the  work  at  that 
stage  would  have  meant  the  loss  of  millions  of  dol¬ 
lars  of  work  already  done  since  it  would  have  been 
destroyed  by  subsequent  floods. 

(b)  The  effect  on  the  Petitioner  was  no  more  within 
its  control  and  was  just  as  serious,  even  though  of  an 
economic  nature,  as  would  have  been  the  effect  of  an 
unprecedented  flood  or  an  earthquake. 


(c)  The  discretion  which  appeared  to  have  been 
exercised  by  the  Petitioner  in  delaying  construction 
was,  on  analysis,  no  discretion  at  all.  Although  the 
continuance  of  construction  pushed  the  Petitioner 
almost  to  the  breaking  point,  it  had  to  continue  under 
the  duress  of  facing  the  loss  of  millions  of  dollars 
worth  of  construction  work  if  the  job  was  to  be  stopped 
altogether. 

(d)  In  completing  the  Project  when  it  did,  the  Peti¬ 
tioner  conformed  with  every  standard  of  due  diligence 
and  in  addition  showed  a  high  order  of  courage. 

(e)  To  take  any  earlier  date  than  January  21, 1933, 
as  the  termination  date  of  construction,  is  to  act  as 
though  this  great  Project  were  constructed  in  a  vacuum. 

(f)  There  is  no  evidence  in  the  record  controvert¬ 
ing  the  facts  stated  and,  therefore,  there  is  no  evidence 
to  support  an  earlier  termination  date  than  January 
21,  1933. 

2.  Apart  from  the  effects  of  the  depression  on  the  period 
of  construction,  the  project  could  not  have  been  completed 


14 


prior  to  November  15,  1932  and  there  is  in  the  record  no 
substantial  evidence  to  the  contrary. 

(a)  Only  three  expert  witnesses,  Newberry  and  An¬ 
thony  for  the  Petitioner,  and  Logan  for  the  Commis¬ 
sion,  testified  respecting  the  construction  period  as 
affected  by  physical  factors,  and  their  evidence  is  all  to 
the  effect  that,  if  the  effect  of  the  depression  were  en¬ 
tirely  disregarded,  the  Project  could  not  have  been 
completed  prior  to  November  15,  1932,  on  account  of 
mechanical  difficulties  in  the  power  units  (for  which  the 
Petitioner  was  in  no  way  to  blame)  but  which  had  to  he 

I  remedied  before  the  plant  was  capable  of  dependable 
commercial  operation. 

(b)  The  mechanical  difficulties,  which  developed  in 
all  four  of  the  power  units,  had  to  do  with  a  severe  water 
hammer  in  the  draft  tubes,  lack  of  power  in  the  machin- 

I  ery  for  the  operation  of  the  wicket  gates  and  a  weakness 
in  the  shaft  sleeves  of  the  lignum  vitae  bearings. 

(c)  The  testimony  of  all  of  the  witnesses  who  testi¬ 
fied  on  the  subject,  including  the  Witness  Logan  for  the 

I  Commission,  was  to  the  effect  that  the  time  necessary 
after  their  discovery  to  correct  these  difficulties  would 
have  carried  the  construction  period  in  any  event  to 

November  15,  1932. 

» 

3.  There  is  no  substantial  evidence  in  support  of  the 
exclusion  by  the  Commission  from  Project  cost  of  alloca¬ 
tions  from  certain  overheads  of  Stone  &  Webster  Engi¬ 
neering  Corporation  and  Stone  &  Webster  Service  Corpo¬ 
ration. 

(a)  Contingent  Salaries — 

The  only  substantial  evidence  in  the  case  on  this 
subject  (the  report  of  Lybrand,  Ross  Bros.  &  Mont¬ 
gomery,  as  independent  accountants  and  the  tcsti- 

i  mony  of  C.  B.  Taylor,  a  member  of  said  firm)  is  to 
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the  effect  that  these  were  salaries  in  every  sense  of  ijhe 
word  and  not  “bonuses” ;  that  the  Board  of  Directors 
by  resolution  specifically  divided  the  salaries  into  two 
parts,  one  fixed  and  the  other  contingent ;  that  the  em¬ 
ployees  were  notified  of  such  fact  before  the  begin¬ 
ning  of  each  year ;  that  this  action  made  the  arrange¬ 
ment  a  very  distinct  “salary  or  additional  compen¬ 
sation”;  that  it  was  not  given  to  only  a  “few”  as  the 
Commission  found,  but  to  122  officers  and  employees ; 
that  the  Federal  government  allowed  the  contingent 
salaries  as  an  expense  deduction  from  the  corpora¬ 
tion^  income  taxes. 

As  against  this  evidence  there  is  only  the  evidence 
of  the  Witness  Wilcox  for  the  Commission.  He  ad¬ 
mitted  on  cross  examination  that  before  recommend¬ 
ing  exclusion  from  Project  cost  of  an  allocation  from 
Contingent  Salaries,  he  made  no  examination  of  the 
corporation’s  records  to  see  whether  or  not  there  was 
a  contract  for  the  payments;  did  not  know  how  the 
income  tax  authorities  treated  the  item ;  in  fact  that 
he  made  his  report  before  he  had  an  opportunity  to 
make  a  full  examination ;  thought  it  would  have  been 
fairer  if  he  had  made  no  recommendations ;  if  he  h^d 
it  to  do  over  again  he  would  insist  on  making  a  fi^ll 
examination;  and  that  he  had  no  doubt  that  the  ex¬ 
penditures  were  of  some  benefit  to  the  Rock  Island 
Project.  This,  Petitioner  contends,  is  not  substantial 
evidence  and  does  not  support  the  Commission’s  ex¬ 
clusion  of  an  allocation  from  this  item  to  the  cost  ^f 
the  Rock  Island  Project. 

(b)  Much  the  same  picture  is  presented  with  respect  io 
the  exclusions  from  Project  cost  of  allocations  fro|n 
“Investigation  Expense,”  “Other  New  Business  Ex¬ 
pense”  and  “Miscellaneous  Items.”  This  latter 
classification  included  “Beneficial  Payments”  and 
“Employees  Welfare” — medical  advice  to  employees, 
expenses  incident  to  sickness  and  payments  to  rela¬ 
tives  of  deceased  employees.  Here  again  Mr.  Taylor 
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testified  the  allocations  to  Project  cost  were  proper, 
and  Mr.  Wilcox,  on  cross  examination,  testified  that 
to  some  extent,  at  least,  they  were  overheads  “ ‘  asso¬ 
ciated’  ’  with  the  Rock  Island  Project  and  that  he  had 
not  made  sufficient  examination  to  justify  his  rec¬ 
ommendation  of  exclusion.  Here  again  Petitioner 
contends  that  there  is  no  substantial  evidence  to  jus¬ 
tify  the  exclusion  of  allocations  from  these  overheads 
to  Rock  Island  Project  cost. 

Argument. 

Common  to  all  the  points  raised  by  the  Petition  is  the 
question  whether  the  findings  of  the  Commission  complained 
of  are  supported  by  any  substantial  evidence  in  the  record. 

Paragraph  (c)  of  Section  313  of  the  Act  [Act  of  Aug. 
26,  1935,  c.  687,  Tit.  II,  §213,  (49  Stat.  860) ;  c.  12,  Tit.  16, 
U.  S’.  C.  §825-Z(b)]  provides  among  other  things: 

“The  finding  of  the  Commission  as  to  facts,  if 
supported  by  substantial  evidence,  shall  be  con¬ 
clusive.” 

A  similar  phrase  in  another  statute  has  been  interpreted 
by  the  United  States  Supreme  Court  to  mean  “such  relevant 
evidence  as  a  reasonable  mind  might  accept  as  adequate  to 
support  a  conclusion.”  Consolidated  Edison  Co.  vs. 
N.  L.  R.  B.  (1938),  305  U.  S.  197  at  p.  229. 

The  question  whether  or  not  an  allowance  of  interest 
during  construction  shall  be  made  in  connection  with  the 
determination  of  actual  legitimate  original  cost  of  a  project 
is  not  left  to  the  discretion  of  the  Commission.  The  duty  to 
allow  a  proper  amount  of  interest  during  construction  is 
imposed  by  law.  Subdivision  (13)  of  Section  3  of  the  Fed¬ 
eral  Power  Act  directs  that  in  determining  actual  legitimate 
original  cost  the  Commission  shall  use  the  “classification 
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of  investment  in  road  and  equipment  of  steam  roads,  issue 
of  1914,  Interstate  Commerce  Commission”,  and  this  classi¬ 
fication  in  turn  requires  the  allowance  of  interest  duriag 
construction. 

This  duty  is  recognized  by  the  Commission.  In  Louisville 
Hydro-Electric  Co.,  Licensee  (1933),  1  F.  P.  C.  130,  at  p. 
151,  the  Commission  said : 

i 

“The  allowance  of  interest  during  construction!  is 
authorized  by  section  3  of  the  Federal  Water  Power 
Act,  which  incorporates  1  insofar  as  practicable’  the 
‘  classification  of  investment  in  road  and  equipment 
of  steam  roads,  issue  of  1914,  Interstate  Commerce 
Commission.’  The  Federal  Power  Commission’s 
system  of  accounts  prescribed  for  licensees  provid  es, 
under  account  394,  for  the  inclusion  in  the  capital 
accounts  of  reasonable  charges  for  interest  during 
the  construction  period  on  the  licensee’s  own  funds. 
This  accounting  regulation  corresponds  to  the  Inter¬ 
state  Commerce  Commission  Account  76,  Interest 
during  construction.” 

It  is  necessary  to  ascertain  the  date  of  termination  of 
the  construction  period  in  any  determination  of  the  cost 
of  a  project  since  it  fixes  the  date  to  which  interest  duriag 
construction  shall  be  figured  and  to  which  the  other  items 
such  as  taxes,  &c.  shall  be  allowed  as  part  of  cost. 


The  test  which  the  Petitioner  in  this  case  is  applying  for 
the  termination  of  the  construction  period,  namely,  the  date 
when,  with  due  diligence  and  prudence  the  Project  coxlld 
have  been  made  ready  for  commercial  operation,  is  the 
exact  test  laid  down  by  the  Commission  in  its  own  decisions. 
In  fact,  these  are  almost  the  exact  words  which  the  Coin- 
mission  used  in  the  case  of  Alabama  Power  Co.,  Licensee 
(1932),  1  F.  P.  C.  25,  at  p.  41,  when  it  said: 


“While  frequent  reference  is  made  to  the  peri 
of  actual  construction,  the  period  here  proper  to 


18 


considered  is  that  which,  with  the  exercise  of  due 
diligence  and  prudence,  is  reasonably  necessary  for 
the  completion  of  all  processes  required  for  the 
achievement  of  the  project  in  commercial  operation, 
*  *  (Emphasis  supplied.) 

In  Chelan  Electric  Co.,  Licensee  (1933),  1  F.  P.  C.  91, 
at  p.  97,  the  Commission,  with  reference  to  the  period  for 
which  interest  and  taxes  should  be  capitalized,  stated : 

“The  principle  of  allowing  interest  and  taxes  to 
be  charged  to  capital  account  during  the  construc- 
'  tion  period  rests  upon  the  premise  that  there  is  no 
operating  income  available  with  which  to  meet  these 
necessary  charges  incident  to  construction.  Once 
that  construction  has  been  completed  to  the  point  of 
commencing  operation,  capitalization  of  interest  and 
taxes  upon  the  investment  then  made  should  cease, 
so  far  as  it  is  essential  to  the  operating  unit  or 
units.’  * 

In  Louisville  Hydro-Electric  Co.,  Licensee  (1933),  1  F. 
P.  C.  130,  at  p.  150,  referring  to  the  date  to  which  interest 
and  taxes  during  construction  should  be  allowed,  the  Com¬ 
mission  said: 

“For  this  purpose  we  regard  that  date  as  proper 
when  in  the  course  of  due  diligence  the  project  has 
been  sufficiently  completed  to  he  reasonably  reliable 
and  available  for  service.  Not  merely  its  technical 
physical  function  but  the  nature  of  the  use  for  which 
it  is  designed  and  its  adequacy  to  meet  the  burdens 
such  use  entails  are  factors  to  be  considered.” 
(Emphasis  supplied.) 

See  also: 

Clarion  River  Power  Co.,  Licensee  (1935),  1  F.  P. 

C.  269,  at  p.  284. 
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In  completing  the  Project  on  January  21,  1933,  the 
date  of  completion  required  by  the  license,  the  peti¬ 
tioner,  when  the  overwhelming  effects  of  the  depression 
are  considered,  exercised  a  high  order  of  due  diligence 
and  no  earlier  date  should  be  taken  for  termination  of 
the  construction  period. 

The  construction  program  for  the  Project  as  originally 
laid  out  contemplated  completion  on  or  about  August  1, 

1932  (Staff  Report  Part  II,  Com.  Ex.  1,  Pet,  App.  416; 
Kellogg,  Pet.  App.  71).  About  the  middle  of  the  construc¬ 
tion  period  allowed  by  the  license,  the  effects  of  the  depres¬ 
sion  began  to  bear  down  heavily  on  the  Petitioner  and  it 
began  to  consider  what,  under  the  circumstances,  it  would 
be  able  to  do  toward  completion  of  the  Project.  The  Licen¬ 
see  even  considered  abandonment  of  construction  but  pie 
possibility  of  heavy  losses  due  to  damage  to  uncompleted 
river  structures  by  subsequent  floods  made  this  inadvisable 
(Staff  Report  Part  II,  Com.  Ex.  1,  Pet.  App.  421-4122; 
Kellogg,  Pet.  App.  76,  79). 

The  Petitioner  finally  decided  that  if  it  could  do  so  in 
the  face  of  the  depression  it  would  complete  the  Project 
but  that  it  would  be  necessary  to  slow  down  the  construc¬ 
tion  program  for  a  completion  date  of  about  January  1, 

1933  (Kellogg,  Pet.  App.  71-72),  and  the  Petitioner  issued 
instructions  to  such  effect  to  Stone  &  Webster  Engineer¬ 
ing  Corporation  by  letter  dated  December  8,  1931  (Stiff 
Report  Com.  Ex.  1,  Pet.  App.  422). 

That  the  Project  was  not  in  fact  completed,  capable  of 
being  put  into  dependable  commercial  operation  so  as  to 
render  the  service  for  which  it  was  designed  and  turned 
over  to  the  Licensee  for  operation  until  January  21,  1933, 
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was  agreed  to  by  all  of  the  witnesses  who  testified  on  the 
construction  period  and  is  admitted  by  the  Commission  in 
Opinion  No.  78  at  Pet.  App.  534. 

The  overwhelming  effects  of  the  economic  depression 
of  catastrophic  proportions  which  landed  with  full  weight 
upon  the  Petitioner  in  the  midst  of  its  construction  of  the 
Project,  were  graphically  depicted  by  Mr.  Kellogg  in  his 
direct  testimony  with  respect  to  the  construction  period 
(Kellogg,  Pet.  App.  6S-S0). 

In  brief,  Mr.  Kellogg’s  evidence  showed  that  in  1931 
the  effects  of  the  depression  were  already  beginning  to  bear 
heavily  on  the  Petitioner.  For  that  year,  the  peak  demand 
for  power,  as  shown  by  Licensee’s  Exhibit  M  (Pet.  App. 
481),  was  about  40,000  kw.  below  the  estimated  demand  for 
that  year  upon  which  the  construction  of  the  Project  had 
been  predicated,  so  that  the  Project  was  not  needed  at  the 
time  originally  planned  (Pet.  App.  76).  The  Petitioner 
found  itself  entirely  unable  to  raise  money  by  long-term 
financing  (Pet.  App.  76)  for  the  Project  which  obviously, 
on  account  of  the  amount  of  money  involved,  could  perma¬ 
nently  be  financed  only  on  such  a  long  term  basis  (Pet.  App. 
76).  Yet,  to  have  abandoned  the  work  at  this  stage  would 
have  meant  the  loss  of  millions  of  dollars  of  work  already 
done  since  it  would  be  destroyed  by  subsequent  floods  (Pet. 
App.  76).  Accordingly,  it  seemed  to  the  Petitioner  that 
its  only  alternative  was  to  delay  the  construction  period 
for  completion  at  the  end  of  the  license  period,  January  21, 
1933;  and  it  directed  such  course  about  December  1,  1931 
(Pet.  App.  76-77). 

Mr.  Kellogg’s  evidence  further  showed  that  subsequent 

j 

events  fully  justified  the  soundness  of  the  decision  to  change 
the  construction  program.  It  developed  that  the  year  1931, 
as  bad  as  it  was,  was,  to  use  Mr.  Kellogg’s  words,  “but  a 
curtain  raiser  for  the  later  disasters  that  befell  the  country 
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and  Petitioner”  (Pet.  App.  77).  By  the  end  of  1932,  as 
shown  by  Exhibit  M  (Pet.  App.  481),  the  margin  between 
actual  peak  load  and  the  load  for  that  year  estimated  before 
constrnction  started  had  grown  to  68,000  kw.,  thus  making 
the  entire  Rock  Island  plant  wholly  superfluous  for  capacity 
purposes  (Pet.  App.  77).  The  operating  net  earnings  of 
the  Licensee  were  $930,000  less  in  1931  than  they  had  t>een 
for  1930,  with  the  prospect  of  nearly  a  million  dollars  a 
year  of  charges  for  an  unneeded  plant  coming  on  to  its 
shoulders  in  the  following  year  (Pet.  App.  77). 

In  addition,  the  Licensee  was  forced  to  pay  for  genera¬ 
tors  and  water  wheels  with  notes  (Kellogg,  Pet.  App.j  79) 
and  was  forced  to  borrow  from  banks  $3,227,000  for  the 
continuation  of  construction  of  the  Project,  which  at  the 
time  such  notes  were  given  and  money  borrowed,  the  Li¬ 
censee  was  not  able,  and  at  the  time  Mr.  Kellogg  was  testi¬ 
fying  in  1939  had  not  even  then  been  able,  to  fund  from]  the 
sale  of  securities  (Pet.  App.  77).  A  list  of  those  loans  is 
contained  in  Licensee’s  Exhibit  S  (Pet.  App.  507). 

A  detailed  review  of  the  effects  of  the  depression  on  the 
Petitioner  and  the  construction  of  the  Project  is  contained 
in  a  letter  dated  March  26,  1934,  from  the  Petitioner  to 
A.  R.  Safeblade,  Accountant  Examiner  for  the  Commission, 
written  at  his  request  and  included  in  his  report.  For  a 
clear  picture  of  the  whole  situation  confronting  Petitioner 
during  the  construction  period  it  merits  careful  rea 
(Pet.  App.  415  et  seq.). 

Counsel  for  the  Commission,  for  the  purpose,  as 
stated,  of  eliciting  the  testimony  for  the  bearing  it  mi 
have  in  justifying  the  delay  in  the  construction  peril 
asked  Mr.  Kellogg  on  cross  examination  when  the  pro; 
began  to  pay  its  way.  Mr.  Kellogg  testified  that  as  of  that 
time  (1939)  after  a  lapse  of  six  years  a  point  had  been 
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reached  which  it  was  felt  would  have  been  reached  six  years 
before,  so  that  “today  (1939)  Book  Island  is  a  useful  part 
of  the  power  supply  of  the  Puget  Sound  system,  practically 
in  its  entirety,  but  it  has  taken  six  years  and  a  little  bit  more 
than  six  years  after  completion  of  the  plant  to  have  reached 
that  point  of  near  parity  with  where  we  thought  we  were 
going  to  be  when  the  plant  was  done,  physically”  (Pet.  App. 
252).  In  an  endeavor  to  reconstruct  the  dark  days  of  1931 
and  1932,  Mr.  Kellogg  testified  as  to  some  of  the  events  of 
a  national  and  international  scope  caused  by  the  depression 
which  were  then  taking  place.  He  showed  that  shortly  after 
the  spring  of  1931,  disintegration  of  the  economic  structure 
all  over  the  world  was  rapid  and  drastic.  From  April  to 
October  (1931)  the  Federal  Beserve  Bank  index  dropped 
from  88  to  74  and  bond  yields  rose  from  4.85%  to  5.5%. 
In  September,  1931,  England  went  off  the  gold  standard; 
$280,000,000  in  gold  left  New  York  the  last  days  of  that 
month  and  the  yield  on  40  Baa  bonds  went  to  7.23%  on 
September  23rd,  1931.  A  bulletin  was  issued  by  the  National 
City  Bank  in  October,  1931,  which  stated  that  there  was  “an 
eruption  of  fear  in  the  United  States  ’  \  The  bulletin  further 
stated  that  “the  last  days  of  September  and  the  first  days 
of  October  (1931)  undoubtedly  will  go  down  in  history  as 
marking  a  panic  stage  within  the  depression.”  Gold  with¬ 
drawals  from  the  country  amounted  to  $700,000,000  in  six 
w6eks,  2,200  banks  had  suspended  in  the  twelve  months  then 
ending,  and  the  steel  industry  -was  operating  at  28%  of 
capacity.  In  December,  1931,  Japan  went  off  the  gold 
standard  and  life  insurance  companies  reported  increases 
in  loans  to  policy  holders.  For  many  issues  of  bonds  there 
was  no  market  at  all  (Kellogg,  Pet.  App.  75-76).  Some  of 
the  conditions  which  existed  before  and  during  the  construc¬ 
tion  period  are  charted  graphically  on  Licensee ’s  Exhibit  N 
(Pet.  App.  482,  483). 
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It  is  significant  that  Mr.  Kellogg  on  December  13,  1932 
took  the  problem  which  faced  the  Petitioner  at  this  time  to 
the  Commission  and  asked  to  be  allowed  to  include  in  cost 
of  the  Project  interest  for  construction  for  another  yeak 
the  year  1933,  so  that  it  would  not  have  to  take  this  tremen¬ 
dous  load  of  fixed  charges  into  its  operating  charges  (Pet. 
App.  77-78).  With  respect  to  this  Mr.  Kellogg  testified 
that  then  “•  *  *  no  suggestion  was  made  by  this  Com¬ 
mission  that  anything  less  than  a  construction  period  al¬ 
lowed  by  the  license  should  be  considered,  and  the  only 
reason  then  given  by  the  Commission  for  not  allowing  the 
charging  of  net  interest  to  construction  through  1933  was 
that  they  did  not  feel  that  under  the  law  they  could  properly 
extend  the  construction  period  beyond  that  provided  in  th^ 
license”  (Pet.  App.  80). 

The  fact  is  that  this  Project  was  constructed  in  the  midst 
of  a  world  wide  economic  depression  of  greater  magnituda 
than  had  ever  before  been  known.  The  Commission  has 
decided  this  case  so  far  as  the  effect  of  the  depression  is 
concerned  as  though  the  project  were  constructed  in 
vacuum. 

Frankly  it  seems  to  the  Petitioner  that  the  Commission 
is  doing  in  this  case  what  the  Supreme  Court  of  the  United 
States  refused  to  do  in  the  case  of  National  Labor  Relations 
Board  v.  Jones  &  Laughlin  Steel  Corp.  (1937),  301  U.  S.  1 
in  which  case  at  page  41  the  Supreme  Court  said: 


“We  are  asked  to  shut  our  eyes  to  the  plainest 
facts  of  our  national  life  and  to  deal  with  this  ques¬ 
tion  *  *  *  in  an  intellectual  vacuum.7 7 

The  effects  of  the  depression  on  the  Petitioner  were  en¬ 
tirely  beyond  its  control.  If  it  had  been  overtaken  by  a, 
physical  disaster  such  as  an  unprecedented  flood  or  an 
earthquake  which  had  destroyed  some  of  its  construction 
work,  the  delay  caused  thereby  would  unquestionably  have 
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been  added  to  the  construction  period,  just  so  as  it  was 
within  that  prescribed  by  the  license.  It  should  not  make 
any  difference  that  the  effects  which  overtook  the  Petitioner 
were  of  an  economic  rather  than  a  physical  nature.  It  is 
true  that  so  far  as  the  depression  is  concerned  the  Peti¬ 
tioner  appeared  to  be  exercising  some  discretion  over  its 
conduct  but  when  the  alternatives  which  it  faced  are  con¬ 
sidered,  any  such  element  of  discretion  is  entirely  dissi¬ 
pated.  The  burden  it  bore  in  continuing  construction 
through  the  depression  period  pushed  the  Petitioner  almost 
to  the  breaking  point  and  it  did  so  under  the  duress  of 
facing  the  loss  of  millions  of  dollars  in  construction  work 
already  done  if  it  stopped  the  construction  work  altogether. 
If  the  court  is  to  apply  in  this  case  the  due  diligence  test 
which  the  Commission  itself  applies  in  determining  the  end 
of  a  construction  period,  Petitioner  asserts  that  it  not  only 
obviously  exercised  due  diligence  but  it  also  exercised  a 
courage  of  the  highest  order.  It  met  a  test  far  beyond  that 
of  due  diligence. 

The  apparent  but  in  no  sense  real  discretion  which  the 
Petitioner  in  this  case  appeared  to  be  exercising  with  refer¬ 
ence  to  the  completion  date  has,  it  is  believed,  led  the  Com¬ 
mission  into  treating  this  case  as  though  the  plant  had  been 
earlier  completed  and  had  been  operating  at  a  loss.  In  fact, 
the  Commission  says  in  this  connection  (Pet.  App.  535) : 

“The  effect  of  the  deliberate  delay  in  construc¬ 
tion  was  to  increase  project  cost  and  to  postpone  the 
necessity  of  paying  project  fixed  charges  from  rev¬ 
enues  of  Licensee’s  system.  We  cannot  permit 
operating  losses  due  to  idle  installation  to  be  capi¬ 
talized  as  a  construction  cost.” 

The  Petitioner  denies  and  believes  that  there  is  no  evi¬ 
dence  to  sustain  a  finding  that  there  had  been  a  “deliberate 
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delay”  in  the  sense  in  which  the  Commission  evidently  hses 
that  term,  and  Petitioner  certainly  is  not  asking  the  Com¬ 
mission  to  capitalize  operating  losses  as  construction  cost. 

It  is  admitted  by  the  Commission  that  the  Project  was 
not  completed  and  turned  over  to  the  Petitioner  for  opera¬ 
tion  until  January  21,  1933  (Pet.  App.  534).  There  could 
have  been  obviously  no  losses  from  operation  which  the 
Petitioner  is  asking  to  have  capitalized.  What  the  Peti¬ 
tioner  is  saying  is  that  in  view  of  the  overwhelming  effects 
of  depression,  it  exercised  a  high  order  of  due  diligence  and 
prudence  in  completing  the  Project  on  January  21,  1933, 
and  that  under  the  very  rule  which  the  Commission  itself 
has  heretofore  laid  down  for  the  determination  of  the  ques¬ 
tion  of  completion  of  construction,  namely,  that  the  time  of 
termination  shall  be  the  date  when,  in  the  exercise  of  due 
diligence  and  prudence,  the  plant  could  have  been  ready  for 
commercial  operation,  the  Petitioner  is  entitled  as  a  master 
of  right  to  have  the  actual  date  of  completion  taken  as  the 
date  of  termination  to  which  interest  during  construction, 
taxes  &c.  should  be  allowed. 

Accordingly,  it  is  believed  that  this  Court  should  find 
that  the  Commission  erred  in  fixing  a  date  earlier  than 
January  21, 1933  as  the  date  of  termination  of  construction. 


II. 


Apart  from  the  effects  of  the  depression  on  the 
construction  period,  the  Project  could  not  have  been 
completed  prior  to  November  15,  1932,  and  there  is  in 
the  record  no  substantial  evidence  to  the  contrary. 


The  mechanical  difficulties  which  developed  during 


the 


testing  of  the  four  power  units  would  have  made  it  impos¬ 
sible  for  the  Project  to  be  completed  prior  to  November  15, 
1932,  disregarding  entirely  the  effects  of  the  depression 
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The  mechanical  difficulties  which  developed  in  all  four 
of  the  power  units  had  to  do  with  a  severe  water  hammer  in 
the  draft  tubes,  lack  of  power  in  the  machinery  for  the 
operation  of  the  wicket  gates  (the  mechanism  for  controll¬ 
ing  the  water  which  actuates  the  water  wheels  so  as  to  start 
or  stop  and  otherwise  control  the  power  units)  and  a  weak¬ 
ness  in  the  shaft  sleeves  in  the  lignum  vitae  bearings,  all 
of  which  had  to  be  remedied  before  dependable  commercial 
operation  was  possible. 

The  evidence  in  this  case  is  replete  with  testimony 
which  shows  the  seriousness  of  these  mechanical  defects. 
All  of  them  have  to  do  with  errors  in  design  of  the  power 
units  by  the  manufacturers  and  there  is  no  suggestion 
whatsoever  in  the  testimony  that  the  Petitioner  was  in 
any  way  responsible  for  the  difficulties  (Newberry,  Pet. 
App.  107,  108,  111,  114,  116,  118).  The  Rock  Island  devel¬ 
opment  was  the  first  time  that  the  Columbia  River  had 
ever  been  harnessed.  At  the  time  of  their  construction 
the  units  were  the  largest  in  physical  size  which  had  ever 
been  manufactured  (Newberry,  Pet.  App.  116).  It  is, 
accordingly,  not  surprising  that  some  defects  in  design 
and  manufacture  should  have  developed.  So  that  a  clear 
picture  of  the  seriousness  of  these  defects  and  the  method 
applied  in  remedying  them  may  be  had,  they  are  each  dis¬ 
cussed  below. 

The  Water  Hammer  in  the  Draft  Tubes. 

Mr.  Anthony,  the  Project  Manager,  testified  that 
throughout  the  period  of  preliminary  operation  of  power 
units  1  and  2,  up  to  February,  1932,  a  heavy  rumbling 
noise  accompanied  by  a  jarring  and  vibration  of  the  power 
station  structure  had  been  noted  when  either  main  unit 
was  operating  (Anthony,  Pet.  App.  64).  Witness  New¬ 
berry  gives  a  detailed  description  of  the  cause  of  the  water 
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hammer  at  Pet.  App.  123,  124.  It  was  caused  by  a  vortex 
forming  in  the  wheel  case  and  then  breaking  down,  causing 
a  severe  shock  or  “hammer”.  Mr.  Anthony  testified  far¬ 
ther  that  the  condition  was  a  source  of  considerable 
anxiety,  as  the  structural  vibration,  if  continued,  might 
become  of  serious  moment  (Anthony,  Pet.  App.  64).  Ifhe 
water  wheel  manufacturer  was  promptly  notified  and  con¬ 
sideration  given  to  the  method  to  be  followed  in  remedy¬ 
ing  this  condition.  As  to  the  intensity  of  the  vibration 
caused  by  the  water  hammer,  the  witness  Newberry  tes¬ 
tified  that  the  vibration  of  the  power  station  structure  wias 
so  severe  that  the  “vibration  of  the  floor  in  the  control 
room  at  the  time  of  the  most  severe  water  hammer  w^s 
such  that  the  operator  could  not  write  in  his  log  legibly” 
(Newberry,  Pet.  App.  131-132).  The  manufacturer  first 
suggested  the  construction  of  a  physical  cone  in  the  draft 
tube  as  a  positive  cure,  but  on  account  of  the  time  element 
involved  in  making  this  structural  change,  decided  to  t^y 
to  find  another  solution  (Anthony,  Pet.  App.  65).  TJie 
manufacturers,  after  some  experimentation,  proposed  t^ie 
installation  of  a  series  of  vortex  vanes  on  the  head  cover 
extension  (Anthony,  Pet.  App.  65).  The  first  installation  of 
such  vanes  was  completed  but  did  not  remedy  the  condition 
to  the  extent  desired.  Thereupon,  a  cut  and  try  process 
as  to  size  and  shape  of  such  vortex  vanes  was  undertaken 
and  finally  a  set  of  vanes  was  arrived  at  which  entirely 
cured  the  formation  of  the  vortexes  and  remedied  the 
water  hammer. 

Lack  of  power  in  machinery  for 
operation  of  the  wicket  gates. 

The  wicket  gates  control  the  amount  of  water  which 
admitted  to  the  water  wheels,  so  that  their  settings  contrbl 
the  operation  of  the  power  units.  After  the  water  hammer 
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had  been  remedied,  it  developed  that  there  was  insufficient 
capacity  in  the  wicket  gate  regulating  mechanism  promptly 
to  operate  the  wicket  gates  of  the  wheels  in  response  to 
load  changes  at  certain  blade  settings.  Two  remedies  for 
this  difficulty  were  suggested.  One  was  to  provide  larger 
cylinders.  They  would  have  taken  from  five  to  six  months 
to  design  and  construct.  The  second  was  to  increase  the 
governor  system  oil  pressure  above  the  contract  pressure  of 
175  lbs.  per  square  inch.  The  second  method  might  require 
only  the  recalculation  of  stresses  to  be  sure  that  all  parts 
of  the  system  would  withstand  the  higher  pressure,  and 
if  so,  a  gradual  raising  of  the  pressure.  It  was  agreed  that 
the  second  solution  should  be  attempted,  provided  the 
manufacturer  would  guarantee  to  furnish  larger  cylinders 
in  the  future  if  operation  at  the  higher  pressure  failed  to 
secure  the  desired  results  (Anthony,  Pet.  App.  66;  New¬ 
berry,  Pet.  App.  98-99).  Changing  the  oil  pressure  required 
consent  of  the  insurance  companies  and  after  this  consent 
was  obtained,  the  work  of  raising  the  oil  pressure  was 
started.  It  developed  that  the  pressure  would  have  to  be 
raised  from  the  175  lbs.  pressure  to  240  lbs.  The  require¬ 
ments  of  the  water-wheel  manufacturer  were  that  the  pres¬ 
sure  should  not  be  raised  in  increments  of  more  than  5  lbs. 
per  week,  a  process  which,  therefore,  required  in  all  13 
weeks.  Incidental  to  remedying  this  oil  pressure,  trouble 
developed  with  certain  unloader  valves,  which  control  the 
pressure,  and  new  springs  had  to  be  obtained  from  the 
factory.  As  the  oil  pressure  was  increased,  trouble  was 
experienced  with  the  seizing  of  the  pump  bearings  and  per¬ 
mission  was  obtained  from  the  manufacturer  to  install 
babitted  bearings  in  all  the  pumps  (Anthony,  Pet.  App. 
67-68). 
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The  Weakness  in  the  Shaft  Sleeves. 

Although  at  the  time  it  was  not  known,  it  later  devel¬ 
oped  that  the  power  units  also  had  another  weakness.  Ui 
August,  1933,  an  inspection  of  No.  1  Unit  revealed  a  broken 
turbine  guide  bearing  sleeve,  and  the  same  thing  was  found 
with  respect  to  Unit  No.  2  a  week  later.  This  condition 
had  been  in  existence  for  sometime  since  the  wear  on  the 
lignum  vitae  bearing  had  been  unusually  rapid  for  thr^e 
months  prior  to  the  inspection  (Newberry,  Pet.  App.  100). 
The  same  weakness  was  found  in  Units  3  and  4  (Newberry, 
Pet.  App.  101-102).  These  sleeves  are  made  of  carbon 
steel  in  sections  of  two  halves  each  and  they  are  mounted 
on  the  shaft  with  the  two  halves  fastened  together  with 
dovetailed  shrink  links.  When  the  breakage  of  the  sleeves 
was  called  to  the  attention  of  the  manufacturers  thefr 
recommendation  was  that  the  thickness  of  the  sleeves  he 
increased  from  1*4  inches  to  2  inches.  In  order  to  supply 
new  sleeves  it  was  necessary  for  the  manufacturer  tjo 
secure  specially  rolled  material  from  the  steel  mill  and 
then  to  perform  a  very  intricate  piece  of  machine  work  in 
the  manufacturer’s  machine  shop  (Newberry,  Pet.  Ap][). 
100).  It  actually  did  require  three  months  for  the  delivery 
of  the  new  sleeves  for  Units  1  and  2,  but  Witness  New¬ 
berry  testified  that  if  rushed,  this  time  could  probably  have 
been  reduced  to  two  months  with  two  weeks  necessary  for 
the  installation  and  re-assembling  of  the  units  thereafter 
(Newberry,  Pet.  App.  100).  The  seriousness  of  the  sleeve 
difficulty  is  shown  by  the  testimony  of  the  Witness  New¬ 
berry  that  if  a  broken  joint  should  spring  out  far  enough 
to  catch  the  side  of  the  bearing  housing,  the  housing  migh  t 
be  torn  entirely  free  from  its  fastenings  and  allow  wate 
pressure  to  discharge  through  the  opening  into  the  buildin, 
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(Newberry,  Pet.  App.  101).  Since  it  takes  about  two  bonrs 
to  close  the  bead-gates,  serious  danger  of  flooding  tbe  entire 
building  to  bead  water  level  might  result  before  tbe  bead- 
gates  could  be  closed  if  tbe  contingency  mentioned  hap¬ 
pened  (Newberry,  Pet.  App.  101). 

Analysis  of  evidence  as  to  length  of 
time  required  to  remedy  defects. 

There  is  set  forth  below  an  analysis  of  tbe  evidence 
respecting  tbe  effect  on  tbe  time  for  completion  of  tbe 
Project  power  units  of  remedying  these  mechanical  defects, 
entirely  apart  from  tbe  delay  caused  by  tbe  depression.  In 
tbe  analysis  there  is  included  tbe  evidence  of  all  tbe  wit¬ 
nesses  who  testified  to  tbe  physical  aspects  of  tbe  construc¬ 
tion  of  tbe  Project.  These  witnesses,  namely,  Newberry 
and  Anthony,  called  by  tbe  Petitioner,  and  Logan,  called 
by  tbe  Commission,  were  engineering  experts.  Witness 
Newberry,  whose  qualifications  as  an  expert  are  set  forth 
at  Pet.  App.  83  and  84,  participated  in  tbe  construction 
because  be  was  slated  to  become,  for  tbe  Petitioner,  tbe 
superintendent  of  tbe  completed  plant  and  it  was  believed 
that  knowledge  of  its  construction  would  better  fit  him  for 
bis  future  duties  (Newberry,  Pet.  App.  85).  Witness 
Anthony,  whose  qualifications  as  an  expert  are  set  forth  at 
Pet.  App.  52  and  53,  was  an  employee  of  Stone  &  Webster 
Engineering  Corporation  who,  as  agents,  constructed  tbe 
Project.  Mr.  Anthony  was  tbe  Project  Manager  of  tbe  con¬ 
struction  (Anthony,  Pet.  App.  53).  Witness  Logan  was  an 
engineer  on  tbe  staff  of  tbe  Commission.  His  qualifications 
as  an  expert  are  set  forth  at  Pet.  App.  49-50.  He  bad  prac¬ 
ticed  independently  in  tbe  State  of  Washington  before  being 
employed  by  tbe  Commission,  and,  as  such  an  independent 
engineer,  bad  bad  important  connections  with  tbe  Project 


31 


during  its  construction  through  employment  by  persons 
other  than  the  Petitioner  or  the  Commission  (Logan,  Pet. 
App.  161-172). 

Such  analysis  follows: 

1.  There  was  no  delay  in  the  erection  of  units  1  ana  2 
up  to  December  8, 1931  (Newberry,  Pet.  App.  96;  Anthony, 
Pet.  App.  135, 138;  Logan,  Pet.  App.  199,  201). 

2.  It  was  impossible  to  make  any  tests  under  a  full  3z  ft. 
head  conditions  before  December  21,  1931  when  head  water 
was  first  raised  to  normal  level  by  the  west  channel  cofiler- 
dam  (Newberry,  Pet.  App.  96;  Anthony,  Pet.  App.  1^7; 
Logan,  Pet.  App.  202). 

3.  During  the  tests  made  on  December  21  and  22, 1931, 
such  a  severe  water  hammer  (then  thought  to  be  due  to  Ihe 
distorted  head  conditions  caused  by  the  west  channel  cof¬ 
ferdam)  developed  as  to  make  it  unwise  to  operate  unier 
those  conditions  (Newberry,  Pet.  App.  96;  Anthony,  Pet. 
App.  137;  Logan,  Pet.  App.  202). 

4.  Until  a  natural  head  (i.  e.  one  not  made  by  the  west 
channel  cofferdam)  and  favorable  weather  could  be  obtained 
complete  tests  could  not  be  made  (Newberry,  Pet.  App.  97; 
Logan,  Pet.  App.  201). 

5.  Such  tests  were  started  February  17, 1932  which  wlas 
the  earliest  date  they  could  reasonably  have  been  began 
(Newberry,  Pet.  App.  97 ;  Logan,  Pet.  App.  204). 

6.  During  these  tests  the  lack  of  power  to  operate  t|he 
wicket  gates  was  discovered  (Newberry,  Pet.  App.  97; 
Anthony,  Pet.  App.  137-139;  Logan,  Pet.  App.  204). 

7.  The  turbine  and  generator  tests  were  carried  to  com¬ 
pletion  as  rapidly  as  possible  and  were  finished  on  March 
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15, 1932  (Newberry,  Pet.  App.  97 ;  Anthony,  Pet.  App.  137, 
138;  Logan,  Pet.  App.  205). 

8.  Immediately  an  active  program  of  testing,  study  and 
experimentation  was  instituted  on  both  the  water  hammer 
and  the  wicket  gate  mechanism  (Newberry,  Pet.  App.  97 ; 
Anthony,  Pet.  App.  137;  Logan,  Pet.  App.  205). 

9.  Experimentation  with  vortex  vanes  to  correct  the 
water  hammer  was  carried  on  as  rapidly  as  possible  and 
completed  about  April  15,  1932  with  temporary  vanes 
installed  which  corrected  the  difficulty  under  the  then  exist¬ 
ing  conditions  of  head  and  tailwater  (Newberry,  Pet.  App. 
97;  Anthony,  Pet.  App.  138,  139;  Logan,  Pet.  App.  205). 

10.  Simultaneously  with  the  water  hammer  study,  tests 
were  being  made  of  power  to  operate  the  wicket  gates  which 
necessarily  took  some  little  time  because  analysis  of  one 
test’s  results  were  desirable  before  other  tests  could  be 
nlade  (Newberry,  Pet.  App.  97,  98;  Anthony,  Pet.  App.  139, 
140;  Logan,  Pet.  App.  206). 

11.  Such  study  of  gate  friction  and  power  requirements 
was  carried  on  as  rapidly  as  possible  with  tests  being  made 
almost  daily  to  April  13, 1932,  when  two  solutions  were  pro¬ 
posed,  one  being  to  install  larger  oil  cylinders,  pumps  and 
governor  valves  and  the  other  (which  was  later  adopted) 
to  raise  the  oil  pressure  sufficiently  to  operate  the  wicket 
gates  if  the  pumps,  tanks  and  cylinders  were  of  sufficient 
strength  (Newberry,  Pet.  App.  97,  98;  Anthony,  Pet.  App. 
139,  140;  Logan,  Pet.  App.  206). 

12.  Up  to  April  13,  1932,  the  erection  and  testing  of 
Units  1  and  2  had  not  been  delayed  to  the  slightest  degree 
but  had  been  prosecuted  just  as  rapidly  as  possible  (New¬ 
berry,  Pet.  App.  98;  Anthony,  Pet.  App.  138,  139;  Logan, 
Pet.  App.  207). 
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13.  It  would  have  required  a  minimum  of  a  week 
(beginning  April  13,  1932  when  the  alternate  solutions  were 
proposed)  for  the  proposals  for  correcting  the  lack  |>f 
power  to  operate  the  wicket  gates  to  be  considered  by  the 
engineers  and,  in  addition  thereto,  a  minimum  of  two  weeks 
for  consideration  of,  and  reply  by,  the  insurance  carrierls, 
which  would  have  resulted  in  May  2,  1932  being  the  date 
for  starting  the  oil  pressure  rise  (Newberry,  Pet.  App.  9^). 

14.  The  raising  of  the  oil  pressure,  including  the  neces¬ 
sary  changes  in  the  pump  bearings,  would  have  required 
a  minimum  of  three  months  which  would  have  resulted  in 
completing  the  oil  pressure  rise  on  August  1,  1932  (New¬ 
berry,  Pet.  App.  99;  Anthony,  Pet.  App.  140;  Logan,  Pet. 
App.  193). 

15.  Good  engineering  and  operating  practice  would 
then  have  required  a  period  of  one  month  for  operation  cjf 
the  units  after  all  changes  were  completed  before  they  could 
be  turned  over  to  the  owner  for  commercial  operation,  which 
month  would  have  ended  on  September  1,  1932  (Newberry-, 
Pet.  App.  99;  Anthony,  Pet.  App.  140). 

16.  Within  that  one  month  period  a  weakness  in  the 
shaft  sleeves  at  the  lignum  vitae  bearings  should  have  been 
discovered,  the  remedying  of  which  would  have  required  at 
best  a  minimum  of  two  and  one-half  months  to  obtain  deliv¬ 
ery  and  installation  of  new  sleeves,  so  that  November  15, 
1932  would  have  been  the  earliest  date  when  the  various 
difficulties  which  developed  in  Units  1  and  2  could  have  been 
corrected  (Newberry,  Pet.  App.  100,  101;  Anthony,  Pel;. 
App.  140;  Logan,  Pet.  App.  195) ;  and  since  Units  1  and  2 
were  the  first  units  erected,  Units  3  and  4  could  not  have 
been  ready  for  dependable  service  at  any  earlier  date  (New¬ 
berry,  Pet.  App.  102;  Anthony,  Pet.  App.  138-140). 
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It,  therefore,  appears  and  cannot  be  successfully  contro¬ 
verted,  that  all  of  the  evidence  in  the  record  on  the  issue 
as  to  when  the  power  units  could  have  been  made  ready  for 
dependable  commercial  operation,  even  though  there  had 
been  no  delay  on  account  of  the  depression,  shows  that 
that  could  not  have  been  done  prior  to  November  15,  1932, 
since  to  this  fact  both  witnesses  for  the  Petitioner  and  the 
witness  for  the  Commission  unequivocally  testified  (New¬ 
berry,  Pet.  App.  95,  102-103 ;  Anthony,  Pet.  App.  132,  140 ; 
Logan,  Pet.  App.  207,  208,  209). 

There  can  be  no  controverting  the  statement  that  the 
Commission’s  only  witness  on  the  physical  factors  of  the 
construction  of  the  Project,  testified  that  the  generating 
units  in  the  plant  could  not  have  been  physically  brought 
to  the  point  of  dependable  commercial  operation  so  that 
they  could  render  the  service  for  which  they  were  designed 
prior  to  November  15,  1932.  Specific  attention  is  directed 
to  the  following  testimony  of  Mr.  Logan  directly  on  this 
point: 

“Q.  Now,  Mr.  Logan,  I  ask  you  to  state  whether, 
if  you  had  been  employed  by  the  Licensee  on  April 
13,  1932,  up  to  which  date  I  understand  you  agreed 
there  had  been  no  avoidable  delay  in  the  erection  of 
these  units,  to  install  Units  Nos.  1,  2,  3  and  4  and 
bring  them  into  condition  for  commencement  of 
dependable  commercial  operation  as  soon  as  possible 
within  the  limitations  of  reasonable  expenditures 
and  good  engineering  practice,  you  believe  you  could 
have  brought  them  to  the  point  of  dependable  com¬ 
mercial  operation  so  that  they  could  render  the 
service  for  which  they  were  designed,  prior  to 
November  15,  1932. 

“A.  No,  but  I  still  feel  that  June  1,  1932,  should 
be  taken  as  the  end  of  the  construction  period  for  the 
determination  of  interest  during  construction”  (Pet. 
App.  207). 
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It  is  submitted  that  the  qualification  by  Mr.  Logan 
his  answer  to  the  above  question  to  the  effect  that  he  s 
felt  that  June  1,  1932  should  be  taken  as  the  end  of  the 
construction  period  for  the  termination  of  interest  during 
construction  is,  in  view  of  his  testimony,  incomprehensible! 
The  test  which  the  Commission  has  always  applied  to  the: 
termination  of  a  construction  period  is  the  time  when,  with, 
due  diligence,  the  Project  could  have  been  brought  to  the 
point  of  dependable  commercial  operation.  Any  different 
position  would  certainly  be  illogical.  In  the  face  of  Mr. 
Logan’s  flat  admission  that  he  could  not  have  brought  the 
power  units  in  the  Project  to  that  point  prior  to  November 
15, 1932,  the  taking  by  him  of  an  earlier  date  to  which  inter¬ 
est  during  construction  should  be  computed  has  no  sub¬ 
stance  'whatever. 

The  whole  reason  for  allowing  interest  during  construc¬ 
tion  is  that  the  use  of  money  costs  money,  namely,  interest. 
There  can  be  no  question  but  that  interest  on  the  cost  of 
construction  should  be  allowed  until  the  Project  could,  in 
the  exercise  of  due  diligence,  be  ready  to  earn  money.  With 
negligible  exceptions,  no  plant  can  earn  money  until  it  is 
ready  for  commercial  operation.  This  plant,  on  Mr.  Logan’s 
own  testimony  as  an  expert,  could  not  have  been  used  for 
dependable  commercial  operation  prior  to  November  15, 
1932  and,  accordingly,  until  after  that  date  there  could  not 
have  been  earned  from  its  operation  the  interest  on  the 
construction  money.  For  Mr.  Logan  to  say,  notwithstand¬ 
ing,  that  he  still  felt  that  June  1,  1932  should  be  taken  as 
the  time  for  the  termination  of  interest  during  construc¬ 
tion,  has  no  basis  in  reason.  The  qualification  which  he 
made  in  his  answer  must,  therefore,  be  disregarded  as 
meaningless. 

Although  the  Witness  Logan  had  variously  testified  to 
his  opinion,  unsupported  by  reasons  therefor,  that  the 
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i power  units  could  have  been  “completed”  on  April  1, 1932 
or  on  June  1,  1932,  he  was  asked  in  respect  of  each  such 
statements  whether  he  intended  by  the  use  of  the  word 
“completed”  that  the  units  could  have  been  brought  into 
condition  for  the  commencement  of  dependable  commercial 
operation  so  that  they  could  render  the  service  for  which 
they  were  designed.  His  unequivocal  testimony  was  that  he 
did  not  use  the  word  “completed”  in  that  sense  (Logan, 
Pet.  App.  208,  222-223).  Furthermore,  as  to  the  April  1, 

1 1932  date,  Mr.  Logan  admitted  it  was  based  on  his  errone¬ 
ous  assumption  respecting  the  cancellation  of  certain  ad¬ 
vanced  shipping  dates  for  certain  parts  of  Units  3  and  4. 
When  this  error  was  pointed  out  to  him  on  cross  examina- 
ition  he  frankly  admitted  it  was  “a  mistake  on  my  part” 
(Logan,  Pet.  App.  175). 

And  when  Mr.  Logan,  on  cross  examination,  was  asked 
to  justify  the  June  1st  date  as  the  termination  date  for  in¬ 
terest  during  the  construction  in  the  light  of  his  previous 
testimony,  he  testified  (Logan,  Pet.  App.  196) : 

“I  don’t  deny,  nor  have  I  denied  at  any  time,  the 
facts  as  have  been  brought  out  by  Mr.  Anthony  and 
Mr.  Newberry  on  the  troubles  they  had.  I  know  that 
those  troubles  occur,  and  that  it  could  be  considered 
in  the  light  of  the  circumstances  under  which  they 
were  erected,  in  retrospect;  that  no,  they  could  not 
have  been  used  for  dependable  service,  *  *  *.” 
(Emphasis  supplied.) 

The  finding  of  the  Commission  in  its  Opinion  No.  78 
was  that  July  31,  1932  should  be  taken  as  the  date  for  ter¬ 
mination  of  construction  (Pet.  App.  534-536).  Not  only  is 
there  no  substantial  evidence  in  the  record  in  support  of  the 
July  31, 1932  date,  but  there  is  not  one  shred  of  evidence  in 
the  entire  record  which  supports  that  finding  of  the  Commis- 
i  sion.  As  a  date  of  termination  of  the  construction  period, 
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July  31,  1932,  was  not  even  mentioned  by  any  of  the  wit¬ 
nesses  who  testified  with  respect  to  the  physical  construction 
of  the  power  units.  It  is  confidently  urged,  therefore,  that, 
if  any  date  earlier  than  January  21, 1933  is  to  be  taken  as  the 
termination  date,  it  must,  on  this  record,  be  November  15, 
1932. 

It  follows  necessarily  that  (unless  January  21,  1933  is 
the  proper  termination  date)  November  15, 1932  is  the  date 
to  which  interest  during  construction  must  be  computed  and 
is  the  date  to  which  other  items  dependent  on  the  constri  c¬ 
tion  period  such  as  Commission  charges,  State  license  fees. 
State  taxes  &c.  must  be  allowed. 


lliere  is  no  substantial  evidence  in  support  of  the 
exclusion  by  the  Commission  of  allocation  from  cer¬ 
tain  overheads  of  Stone  &  Webster  Engineering  Cor¬ 
poration  and  Stone  &  Webster  Service  Corporation. 

As  stated  above  in  the  “Statement  of  the  Case”,  Stogie 


&  Webster  Engineering  Corporation  as  agents,  constructed 
the  Rock  Island  Project  for  the  Petitioner  and  Stone  & 
Webster  Service  Corporation  rendered  certain  services  to 
the  Project.  It  is  admitted  that  all  of  the  corporations 
mentioned  were,  at  the  time  of  the  construction  of  the 
Project,  affiliated  with  the  Petitioner.  At  the  hearings 
Petitioner  admitted  that  in  view  of  the  affiliations,  Peti¬ 
tioner  was  entitled  to  have  included  in  Project  cost  only  t)he 
actual  cost  to  the  affiliated  companies.  In  other  words,  that 
any  element  of  profit  was  to  be  excluded  in  the  determina¬ 
tion  of  the  Actual  Legitimate  Original  Cost  of  the  Project 
(Pet.  App.  539,  543-545). 
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Thus  faced  with  the  necessity  of  proving  cost,  Petitioner 
retained  the  firm  of  Lybrand,  Ross  Bros.  &  Montgomery,  as 
independent  accountants,  to  make  an  examination  of  the 
accounts  and  a  determination  of  such  cost  and  there  were 
introduced  in  evidence  two  reports  of  such  firm.  The  first 
such  report  had  to  do  with  the  cost  of  Stone  &  Webster 
Engineering  Corporation  and  is  Licensee’s  Exhibit  BB 
(Pet.  App.  508  et  seq.).  The  other  report  had  to  do  with 
Stone  &  Webster  Service  Corporation  and  is  Licensee’s 
Exhibit  CC  (Pet.  App.  520  et  seq.).  C.  B.  Taylor,  an 
accountant  and  member  of  said  firm  of  Lybrand,  Ross 
Bros.  &  Montgomery,  called  by  the  Licensee,  testified  in 
support  of  said  reports. 

An  accountant  member  of  the  staff  of  the  Commission, 
namely,  Andrew  W.  Wilcox,  also  made  a  report  as  to  these 
items  and  a  copy  of  his  report  was  introduced  in  evidence 
as  Commission’s  Exhibit  4  and  Mr.  Wilcox,  called  by  the 
Commission,  undertook  to  testify  in  support  of  such  report. 
Certain  pertinent  excerpts  from  his  report  are  printed  in 
Petitioner’s  Appendix  to  this  Brief  (Pet.  App.  447  et  seq.). 

i  In  its  Opinion  No.  78  the  Commission  excluded  as  part 
of  Project  cost  allocations  from  overheads  of  Stone  & 
Webster  Engineering  Corporation  as  follows: 

(1)  Contingent  Salaries 

i  Allocation  from  this  overhead  was  disallowed  appar¬ 
ently  on  the  theory  that  the  contingent  salaries  were 
bonuses  “not  distributable  generally  but  to  a  selected  few” 
and  that,  because  they  were  measured  by  net  profits,  they 
“represented  a  distribution  of  profits”. 

The  only  substantial  evidence  as  to  these  contingent 
salaries  was,  Petitioner  believes,  the  two  reports  men¬ 
tioned,  Licensee’s  Exhibit  BB  and  Licensee’s  Exhibit  CC, 
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by  Lybrand,  Ross  Bros.  &  Montgomery,  which  reports 
allowed  the  allocations  from  this  overhead  to  the  Rock 
Island  Project  as  proper,  and  the  testimony  of  C.  B.  Taylor, 
a  member  of  said  firm  of  Lybrand,  Ross  Bros.  &  Mont¬ 
gomery. 

Mr.  Taylor’s  evidence  was  that  these  contingent  salaries 
were  salaries  in  every  sense  of  the  word  and  not  bonuses 
(Pet.  App.  267-270) ;  that  the  salaries  of  the  persons  to  whom 
the  contingent  salaries  were  paid,  as  shown  by  Licensee’s 
Exhibit  HH  (Pet.  App.  529),  were  by  the  Board  of  Direc¬ 
tors  divided  into  two  parts,  one  a  fixed  amount  at  a  rai;e 
per  year  determined  by  the  Salary  Committee,  and  second, 
a  contingent  amount  determined  by  the  Salary  Committee 
of  the  net  earnings  of  the  corporation  derived  from  tlje 
construction  and  engineering  business;  that  each  perscJn 
whose  salary  was  so  fixed  was,  at  the  beginning  of  tile 
year,  notified  that  his  salary  would  be  determined  on  sue 
basis  as  shown  by  Licensee’s  Exhibit  II  (Pet.  App.  530] 
that  this  resolution  and  this  notification  made  the  arrant 
ment  “a  very  distinct  salary,  an  additional  compensation  ” 
(Pet.  App.  270). 

Although  the  Federal  Power  Commission  in  its  Opin¬ 
ion  No.  78  stated  that  such  contingent  salaries  were  disi- 
tributed  to  only  a  “selected  few”  (Pet.  App.  541),  it  ap¬ 
pears,  and  it  is  not  disputed,  that  there  participated  in  the 
contingent  salaries  122  officers  and  employees  made  up  as 
follows:  19  officers,  18  minor  executives  and  assistants  to 
officers,  43  engineers,  32  field  construction  superintendents;, 
7  field  accountants  and  3  field  purchasing  agents  in  the  year 
1930,  so  that  accordingly,  out  of  122  employees  participa¬ 
ting  in  that  year  only  19  were  officers  (Pet.  App.  272). 

Mr.  Taylor  further  testified  that  the  Federal  Govern¬ 
ment  had  allowed,  as  an  expense  deductible  from  income 
before  arriving  at  net  income  subject  to  taxation,  the  full 
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amount  of  the  contingent  salaries,  which  he  said  to  him  was 
one  indication  that  it  was  not  unreasonable  in  amount  and 
might,  therefore,  be  considered  a  proper  expense  of  the 
corporation  (Pet.  App.  271). 

Mr.  Taylor  further  testified 

“I  have  been  impressed  with  the  general  opinion 
among  the  clients  for  whom  this  work  (work  on 
the  development  or  modification  of  plans  for  addi¬ 
tional  compensation)  was  done,  that  it  is  easier  to 
retain  efficient  and  qualified  employees  if  some  type 
of  additional  compensation  plan  were  supplemented 
to  fixed  salaries”  (Pet.  App.  270). 

He  gave  as  an  illustration  a  case  where  it  saved  a  large 
industrial  concern  the  loss  of  a  manager  to  a  competitor. 
He  continued: 

i  “ I  think,  therefore,  that  an  additional  compensa¬ 

tion  plan,  so  far  as  executives,  minor  executives  and 
other  key  executives  are  concerned,  has  considerable 
merit  and  practical  business  value  and  is  of  particu¬ 
lar  significance  for  an  organization  which  is  render¬ 
ing  services  calling  for  the  employment  of  par- 
I  ticularly  able  men”  (Pet.  App.  271). 

As  against  this  evidence  there  is  in  the  record  only 
the  evidence  of  the  Witness  Wilcox  for  the  Commission. 
As  to  contingent  salaries  he  admitted  on  cross  examination 
that  he  made  no  analysis  of  the  pay  roll  accounts  to  see 
whether  there  was  a  contract  for  the  payment  of  contingent 
salaries  (Pet.  App.  345) ;  did  not  inquire  into  the  question 
of  how  the  income  tax  authorities  had  treated  the  amount, 
whether  as  salaries  or  bonuses  (Pet.  App.  348) ;  was  not 
aware  of  the  fact  when  he  made  his  report  that  the  Federal 
Government  had  allowed  the  contingent  salaries  as  a  de¬ 
duction  of  expense  from  income  before  the  termination  of 
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the  net  subject  to  taxes  (Pet.  App.  348) ;  in  fact  that  he  did 
not  give  consideration  to  any  of  these  facts  because  they 
were  not  known  to  him  at  the  time  he  made  his  examination 
and  recommended  the  elimination  (Pet.  App.  352-353). 

Witness  Wilcox  further  testified  that  he  had  to  make  his 
report  before  he  had  an  opportunity  to  make  a  full  exami¬ 
nation  (Pet.  App.  355) ;  that  he  thought  it  would  have  been 
fairer  if  he  had  made  no  recommendations  (Pet.  App.  355) ; 
that  if  he  had  it  to  do  over  again  he  would  insist  on  being 
given  time  to  make  a  complete  examination  before  prepar¬ 
ing  a  report  and  making  recommendations  (Pet.  App.  356) ; 
that  he  made  no  investigation  of  the  effect  of  contingent 
salaries  on  the  Stone  &  Webster  Engineering  Corpora¬ 
tion’s  business  (Pet.  App.  359) ;  that  if  he  had  made  such  an 
examination  it  might  have  affected  his  recommendations 
(Pet.  App.  359) ;  that  he  had  no  doubt  that  expenditures 
were  of  some  benefit  to  the  Rock  Island  Project  although 
he  had  not  sufficient  information  to  tell  how  much  benefi 
(Pet.  App.  373) ;  that  he  would  assume  that  sound  busi 
ness  judgment  had  been  exercised  in  authorizing  the  ex¬ 
penditures  (Pet.  App.  373). 

The  Witness  Wilcox  then  testified  on  cross  examination 
as  follows  (Pet.  App.  386,  387) : 


“Q.  Mr.  Wilcox,  do  you  think  that  at  the  time  of 
your  examination  you  had  or  have  you  now  sufficient 
information  about  the  various  items  that  you  have 
eliminated  to  be  able  to  recommend  to  the  Commis¬ 
sion  their  elimination  in  the  manner  in  which  your 
record  (evidently  a  typographical  error  for  “re¬ 
port”)  indicates  you  recommended  it? 

“A.  The  answer  is  evidently  ‘no’,  with  an  explan¬ 
ation. 

“Q.  Will  you  go  ahead  and  make  the  explana¬ 
tion? 
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“A.  The  explanation  being  that  time  and  other 
assignments  did  not  permit  a  thorough  examination 
of  the  accounts  and  the  amounts  involved,  and  that 
the  report  at  best  constitutes  general  data  on  the 
basis  of  an  examination  of  certain  accounts  for  the 
year  1930  and  other  accounts,  without  any  examina¬ 
tion  for  other  years.  It  is  therefore  unsatisfactory 
in  that  respect.” 

The  transcript  of  evidence  shows,  significantly,  that  no 
redirect  examination  followed  this  testimony  of  Witness 
Wilcox  (Pet.  App.  387). 

It  is  submitted  that  so  far  as  contingent  salaries  are 
concerned,  there  is  no  substantial  evidence  in  the  record 
on  which  the  Commission  could  have  based  its  exclusion  of 
an  allocation  from  this  item  as  a  part  of  the  cost  of  the 
Rock  Island  Project. 

(2)  Investigation  Expense 

In  its  Opinion  No.  7S  (Pet.  App.  541,  542)  the  Commis¬ 
sion  excluded  an  allocation  from  an  item  denominated 
“Investigation  Expense’ ’  to  the  cost  of  the  Rock  Island 
Project.  This  item,  it  appears,  consisted  principally  of 
rent  and  other  expenses  of  branch  offices  which  were  main¬ 
tained  to  contact  existing  and  prospective  clients  and 
develop  new  business.  The  Commission  stated  that  it 
excluded  such  charges  because  they  “do  not  represent  over¬ 
head  cost  of  this  Project  since  the  contractor,  because  of 
the  affiliation,  was  assured  of  the  Licensee’s  business.”  It 
is  submitted  that  this  finding  of  the  Commission  is  contrary 
to  any  substantial  evidence  in  the  record  of  this  case. 

Lybrand,  Ross  Bros.  &  Montgomery,  Licensee’s  Exhibit 
BB  (Pet.  App.  508,  et  seq.)  and  Mr.  Taylor  in  his  testimony, 
allowed  an  allocation  from  this  item  of  overhead  as  part  of 
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the  cost  of  the  Rock  Island  Project  (Pet.  App.  273,  274) 
With  respect  to  the  association  of  those  charges  with  t|ie 
Rock  Island  Project,  Mr.  Taylor  testified : 

“The  association  of  those  charges  to  my  rniid 
would  be  the  same  as  any  other  item  of  general  over¬ 
head  expense  of  the  corporation  in  that  it  was  4n 
organization  building  and  maintenance  expense. 
The  corporation  was  seeking  all  of  the  time  to  obtain 
new  business  and  maintain  its  organization,  and  aiiiy 
expense  that  went  into  that  upbuilding  would  seem 
to  me  to  be  a  proper  part  of  the  general  overhead 
expense  which  should  be  applied  to  all  projects  th^t 
were  in  hand  during  the  year”  (Pet.  App.  302). 

Furthermore,  Mr.  Taylor  testified  with  respect  spec¬ 
ifically  to  the  account  “Branch  offices,  new  Business  a4d 
Investigation  expenses”  that 

“This  item  comes  within  the  category  of  my  gen¬ 
eral  comments  of  yesterday  in  which  I  pointed  out 
that  a  business  of  this  character  must  necessarily 

I 

make  expenditures  to  obtain  new  business,  it  mupt 
make  advertising  expenditures  for  the  same  pur¬ 
pose,  in  order  to  perpetuate  itself,  and  in  order  ;o 
retain  and  maintain  an  organization  that  can  render 
service  at  any  time.  In  this  case,  as  I  have  state  I, 
70  per  cent  of  the  business  during  this  period  was 
from  outside  clients,  and  I  think  that  it  is  an  impor¬ 
tant  factor  to  be  considered  here  as  it  has  a  bearing 
on  these  expenses.  A  greater  volume  of  business 
within  reasonable  limits  means  the  overhead  is  kept 
down  also  within  reasonable  limits’ *  (Pet.  App.  273- 
274).  (Emphasis  supplied.) 


at 


Witness  Wilcox  admitted  on  cross  examination  th 
approximately  70  per  cent  of  the  business  of  the  Stone  |& 
Webster  organization  was  done  with  clients  who  were  nbt 


44 


under  contracts  (Pet.  App.  375) ;  and  that  if  the  Rock 
Island  Project  had  been  the  only  job  that  that  organization 
had,  the  cost  of  that  job  would  have  been  a  great  deal  higher 
(Pet.  App.  375,  376).  (Emphasis  supplied.) 

Again  Mr.  Taylor  testified: 

“*  *  *  the  organization  cannot  be  maintained 
unless  there  is  a  steady  flow  of  new  business,  which 
cannot  be  obtained  without  incurring  expenditures. 
It  is  true  that  some  of  these  expenditures  cannot  be 
said  to  have  a  direct  relation  to  a  particular  engage¬ 
ment  but  it  must  be  remembered  that  the  ability  of  the 
organization  to  handle  a  particular  engagement  fun¬ 
damentally  arises  from  similar  expenditures  which 
have  been  made  in  the  past.  A  further  point  is  that 
volume  of  business  is  essential  if  adequate  super¬ 
vision  is  to  be  given  without  incurring  an  excessive 
rate  of  overhead  expense.  With  these  thoughts  in 
mind,  we  reached  the  conclusion  that  all  of  the  expen- 
i  ditures  enumerated  in  the  statement  on  page  5  (Pet. 
App.  512)  of  our  report,  which  the  Engineering  Com¬ 
pany  deemed  necessary  to  make  to  perform  its  ser¬ 
vices  on  a  going  concern  basis,  are  properly  a  part  of 
its  overhead  expenses  to  be  applied  to  the  engage¬ 
ments  which  were  in  progress  during  the  period 
covered  by  those  statements”  (Pet.  App.  258-259). 

The  Witness  Wilcox  for  the  Commission  admitted  on 
cross  examination  that  this  business  and  advertising  ex¬ 
pense  were  1 1  associated ”  with  the  Rock  Island  job  (Pet. 
App.  381) ;  that  at  least  some  part  of  the  advertising  should 
be  allowed  as  a  part  of  the  cost  of  that  job  (Pet.  App.  382- 
383) ;  but  he  had  made  no  determination  of  such  part  and 
that  it  would  require  further  analysis  and  study  which  he 
had  not  made ;  and  furthermore  he  testified  that  he  did  not 
have  at  the  time  he  made  his  inspection  and  did  not  have 
at  the  time  he  testified,  sufficient  information  to  have  made 
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the  recommendations  of  exclusion  of  allocations  from  these 
overheads  to  the  cost  of  the  Rock  Island  job  (Pet.  App 
386,  387). 

It  is  submitted  that  under  these  circumstances  there  is 
no  substantial  evidence  in  this  record  to  support  the  find| 
ing  of  the  Commission  excluding  allocations  from  the  over) 
head  of  “Investigation  Expense’ ’ 


(3)  Other  New  Business  Expense 

Allocations  from  various  overheads  as  “Other  New 
Business  Expenses”  consisting  of  executive  salaries,  repL 
resenting  new  business  expense,  certain  advertising  expense 
and  amount  paid  for  publicity  were  disallowed  by  the 
Commission  “because  of  the  affiliation”  (Pet.  App.  542). 
The  testimony  above  under  the  heading  “Investigation 
Expense”  applies  with  equal  force  to  this  item  and  here 
again  there  is  no  substantial  evidence  to  support  the  exclu¬ 
sion  of  allocation  from  these  overheads  to  the  cost  of  thb 
Rock  Island  Project. 

(4)  Miscellaneous  Items 

Another  and  the  last  item  of  expense  from  which  allo¬ 
cation  to  the  cost  of  the  Rock  Island  Project  was  exclude4 
by  the  Commission  relates  to  the  items  under  the  heading 
“Miscellaneous  Items”.  These  consisted  of  small  items  o^ 
entertainment  expense  and  traveling  expense,  which 
included  the  cost  of  moving  employees  and  their  families 
between  various  jobs  and  branch  offices,  a  small  item  for  a 
retainer  for  consulting  services  of  the  staff  of  the  Massaj 
chusetts  Institute  of  Technology  and  other  items  recorded 
as  “Beneficial  Payments”  and  “Employees  Welfare”  &c. 
The  reason  the  Commission  gave  for  disallowing  allocations 
of  this  overhead  to  the  cost  of  the  Rock  Island  Project  was; 
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because  it  said  “they  were  unrelated  to  this  Project’ ’  (Pet. 
App.  542). 

It  appears  that  included  in  this  item  of  expense  was 
$5,000  paid  to  the  Massachusetts  Institute  of  Technology 
for  consultation  in  connection  with  research  and  technical 
matters  (Pet.  App.  274).  The  firm  of  Lybrand,  Ross  Bros. 
&  Montgomery  in  their  report,  Licensee’s  Exhibit  BB, 
included  an  allocation  from  this  item  in  the  cost  of  the  Rock 
Island  Project. 

Witness  Wilcox  in  his  report  excluded  it.  He  admitted 
on  cross  examination,  however,  that  the  contract  under 
which  this  amount  was  paid  gave  the  Stone  &  Webster 
Engineering  Corporation  the  right  during  the  progress  of 
the  Rock  Island  job  to  the  use  of  the  technical  library  of  the 
Massachusetts  Institute  of  Technology;  the  privilege  of 
going  to  the  staff  of  that  Institute  and  asking  advice  on 
technical  problems  and  agreed  that  it  was  a  proper  general 
overhead  of  that  corporation,  and  that  while  the  Rock 
Island  job  was  going  on,  nobody  knew  the  date  when 
they  might  want  some  very  skilled,  technical  advice  as  to 
some  problem  in  respect  of  that  particular  job  (Pet.  App. 
386).  Obviously  the  finding  of  the  Commission  that  this 
item  was  “unrelated”  to  the  Project  is  wholly  unfounded. 

The  disallowance  by  the  Commission  of  allocation  from 
the  item  of  “Employees’  welfare”  seems  to  the  Petitioner 
not  only  to  be  unsupported  by  any  substantial  evidence  but 
also  as  raising  a  question  of  fairness  when  the  use  to  which 
the  money  was  put  is  considered.  This  item  included  med¬ 
ical  advice  to  employees,  expenses  incident  to  sickness  of 
employees  and  payments  to  relatives  of  deceased  employees 
(Pet.  App.  274).  With  respect  to  these  items,  as  well  as  the 
payment  to  the  Institute  of  Technology  and  an  item  called 
“Beneficial  payments”,  Mr.  Taylor  testified  that  they  were 
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“normal”  business  operating  expenses  of  the  corporation 
at  this  time  and  are  properly  includable  in  its  overhead  anc. 
that  allocation  therefrom  to  the  cost  of  the  Rock  Islanc 
Project  was  proper  (Pet.  App.  274.) 

Mr.  Wilcox  did  not  testify  specifically  as  to  these  items 
but  his  general  admission  that  he  did  not  have  sufficient 
information  to  make  the  recommendations  which  he  did  in 
his  report  certainly  applied  to  them  with  full  effect  (Pet. 
App.  386,  387). 

The  exclusion  from  the  cost  of  the  Project  of  alloca¬ 
tions  from  the  items  under  the  heading  “Miscellaneous 
items”  is  not  supported  by  any  evidence  in  the  record. 

Similar  items  as  are  included  in  respect  of  Stone  & 
Webster  Engineering  Corporation  under  all  of  the  headings 
above  except  “Contingent  salaries”  were  also  included  in 
the  accounts  of  Stone  &  Webster  Service  Corporation  and 
its  predecessor.  Allocations  therefrom  to  Rock  Island  cost 
are  made  as  proper  by  Messrs.  Lybrand,  Ross  Bros.  &  Mont¬ 
gomery  in  Licensee’s  Exhibit  CC  (Pet.  App.  520  ei  seq.).] 
Mr.  Taylor  did  not  testify  specifically  as  to  the  items  in  this 
account  but  said  that  his  remarks  with  respect  to  the  Stone 
&  Webster  Engineering  Corporation  would  apply  in  full 
force  to  them. 

Witness  Wilcox  did  not  testify  specifically  with  respect 
to  these  items  but  here  again  his  testimony  to  the  effect  that 
he  did  not  have  sufficient  information  to  make  the  recom¬ 
mendations  he  did  make  applies  with  full  force  to  these 
items  also  (Pet.  App.  386,  387). 

It  is  submitted  that  the  action  of  the  Commission  in 
excluding  from  the  cost  of  the  Project  allocations  from  the 
items  of  overhead  above  referred  to  finds  no  support  in  any 
substantial  evidence  in  the  record. 
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Except  to  indicate  herein  that  the  alleged  errors  of 
the  Commission  were  sufficiently  substantial  to  prejudice 
materially  the  rights  of  the  Petitioner,  no  attempt  has  been 
made  in  this  brief  to  show  in  detail  the  effect  of  those 
errors  on  Project  cost.  To  do  so  would  involve  long,  com¬ 
plicated  computations,  which  would,  unless  the  decision  of 
the  Court  as  to  all  the  questions  raised  were  known,  have 
to  be  made  on  various  assumptions  with  respect  thereto. 
It  is  assumed  that  if  this  Court  finds  the  Commission  has 
erred,  it  will  remand  the  case  to  the  Commission  to  correct 
its  findings  and  orders  in  accordance  with  this  Court’s 
opinion.  See  Securities  and  Exchange  Commission  v. 
Chenery  Cory,  et  al.  (Sup.  Ct.,  Feb.  1,  1943),  11  U.  S.  L.  W. 
4160  (not  yet  officially  reported). 

i  Respectfully  submitted, 

!  William  E.  Tucker, 

Paul  D.  Miller, 
Attorneys  for  Petitioner. 


Mudge,  Stern,  Williams  &  Tucker, 

20  Pine  Street,  New  York  City, 
i  Of  Counsel. 
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L.  21,  P.  15S5,  to  L.  2,  P.  1591,  both  inclusive.. 

L.  24,  P.  1594,  to  L.  25,  P.  1595,  both  inclusive.. 


L.  3  to  9,  both  inclusive  and  L.  13  to  L.  15,  both 

inclusive,  P.  1655 . 

P.  1667 — Entire  . 

P.  1668 — Entire  . 

P.  1669 — L.  1  to  L.  23,  both  inclusive . 

P.  1697 — Entire  . 


P.  1785, 
P.  1786, 
P.  1787, 
P.  1825, 
P.  1826, 
P.  1827, 
P.  1828, 
P.  1829, 
P.  1830, 
P.  1831. 
P.  1832, 


Entire 

Entire 

L.  1  to 

Entire 

Entire 

Entire 

Entire 

Entire 

Entire 

Entire 

Entire 


L.  7,  both  inclusive 
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Document 


Excerpts  from  Engineering  Re¬ 
port  and  Analysis  of  Eugene 
Logan.  Senior  Hydroelectric 
Engineer  of  Federal  Power 
Commission,  Staff  Report 
Part  III  . 


Excerpts  from  Federal  Power 
Commission  License  No.  943. 
issued  to  Washington  Electric 
Company.  January  21.  1930.... 


Parts  Printed 

append! 

PAGE 

P.  1833,  Entire  .  41< 

P.  1834.  Entire  .  421 

P.  1835.  Entire  .  424 

P.  1836,  Entire  .  426 

P.  1S47.  Entire  .  428 

P.  1S50,  Entire  .  429 

P.  1851,  Entire  .  430 1 

P.  1852.  Entire  .  431 

P.  1853,  Entire  .  433 

P.  1854.  Entire  .  434 

P.  1874,  L.  5  to  L.  34.  both  inclusive  .  434 

P.  1875.  Entire  .  436 

P.  1876,  Entire  .  437 

P.  1S77.  Entire  .  439 

P.  1SS2,  L.  40  to  L.  43.  both  inclusive  .  439 

P.  1883,  Entire  .  439 


P.  1927.  Entire  .  441 

P.  1928.  Entire  .  442 

P.  1929.  Entire  .  443 

P.  2041.  Entire  (Table  2— Sheet  1  of  3)  .  444 

P.  2043,  Entire  (Table  2 — Sheet  3  of  3)  .  445 

P.  2067,  Entire  (Table  4 — Sheet  4  of  6)  .  446 

P.  2521,  Entire  .  464 

P.  2522.  Entire  .  465 

P.  2523,  Entire  .  466 

P.  2524,  L.  1  to  L.  4,  both  inclusive  .  467 

P.  2527,  L.  28  to  L.  35,  both  inclusive  .  467 

P.  2528.  L.  1  to  L.  33,  both  inclusive  .  467 

P.  2532,  L.  1  to  L.  30.  both  inclusive  .  468 

P.  2536.  L.  28  to  L.  35,  both  inclusive  .  469 


Excerpts  from  Commission’s 
Exhibit  4,  Report  on  Over¬ 
head  Charges  and  Fees  of  the 
Stone  &  Webster  Organiza¬ 
tion,  dated  March  4.  1930 . 


P.  2231,  L.  6  to  L.  13,  both  inclusive .  447 

P.  2268.  Entire  .  448 

P.  2272.  Entire  .  449 

P.  2273,  Entire  .  449 

P.  2276,  Entire  .  450 

P.  2278,  Entire  .  451 

P.  2281,  Entire  . . 453 

P .  —82,  Entire  — — - — ■  — — .. — ..  — . . . . .  453 
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Document 


Commission's  Exhibit  Incorpo¬ 
rated  by  Reference  Xo.  20. 
Protest  of  Licensee  to  Staff 
Report,  filed  September  14. 
193S  . 

Licensee’s  Exhibit  M — Graph  of 
Generating  Capacity  and  Peak 
Load  Requirements  of  Li¬ 
censee  1921-1933  . 

Licensee's  Exhibit  X — Graph  of 
Peak  Load  and  Energy  Out¬ 
put  of  Licensee,  business  in¬ 
dex  and  other  data  from  1920 
through  1932  . 

Licensee’s  Exhibit  O : 

Telegram.  September  23.  1930. 
from  \V.  D.  Shannon . 

Letter.  Tanuarv  16.  1931,  from 
W.  H.  McGrath . 

Letter.  April  21.  1931,  from 
H.  F.  Anthony . 

Letter.  April  28.  1931.  from 
W.  X.  Patten . 

Letter.  May  16.  1931,  from 
R.  E.  McGrew . 

Telegram.  June  9.  1931.  from 
W.  X.  Patten . 

Telegram.  June  11.  1931.  from 
H.  F.  Anthony . 


Parts  Printed 


P.  2284,  Entire  . . 

P.  2285,  Entire  . 

P.  2286.  Entire  . . 

P.  2289,  L.  1  to  L.  5.  both  inclusive 

L.  14  to  L.  32.  both  inclusive 

P.  2290.  L.  1  to  L.  16.  both  inclusive 

P.  2293.  L.  22  to  L.  26.  both  inclusive 

P.  2294.  L.  1  to  L.  8,  both  inclusive 

P.  2298.  L.  13  to  L.  30,  both  inclusive 

P.  2299,  L.  1  to  L.  2.  both  inclusive 

L.  11  to  L.  21.  both  inclusive 

P.  2302.  L.  1  to  L.  12.  both  inclusive 

P.  2328,  L.  31  to  L.  33,  both  inclusive 

P.  2329,  Entire  . 

P.  2330.  Entire  . 

P.  2331,  L.  1  to  L.  7.  both  inclusive 

L.  18  to  L.  26.  both  inclusive 

P.  2332,  L.  1  to  L.  2.  both  inclusive 

L.  27  to  L.  30.  both  inclusive 

P.  2333,  Entire  . 


Entire — Ps.  2972  to  2983.  both  inclusive 


P.  3011 


P.  3012  . 

Entire  . 

P.  3013  . 

P.  3014  . 

Ps.  3015-3016.  both  inclusive. 

Ps.  3017-301S.  both  inclusive. 

P.  3019-3020.  both  inclusive... 

P.  3021-3022.  both  inclusive... 

P.  3023  . 
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Letter.  October  6.  1931.  from 
H.  F.  Anthony . 

Letter.  October  19,  1931.  from 
H.  F.  Anthony . 

Letter.  November  10.  1931, 
from  H.  F.  Anthony . 

Letter.  March  2.  1932,  from 
J.  R.  Larrabee . 

Letter.  March  11.  1932,  from 
R.  E.  McGrcw . 

Letter.  March  17.  1932,  from 
R.  E.  McGrew . 

Licensee’s  Exhibit  S : 

Tabulation  of  interest  rates  on 
notes  payable  by  Licensee. 
1930  to  1932.  inclusive . 

Licensee’s  Exhibit  BB : 

Report  upon  cost  of  services 
rendered  by  Stone  &  Web¬ 
ster.  Inc..  Engineering  Divi¬ 
sion  and  Stone  &  Webster 
Engineering  Corporation, 
January  1,  192S  to  May  31, 
1933.  inclusive  . 

Licensee’s  Exhibit  CC : 

Report  upon  cost  of  service 
rendered  by  Stone  &  Web¬ 
ster,  Inc.  Operating  Divi¬ 
sion  and  Stone  &  Webster 
Service  Corporation,  Janu¬ 
ary  1.  1927  to  April  30. 
1931.  inclusive . 

Licensee’s  Exhibit  HH : 

Transcript  from  records  of 
Board  of  Directors.  Stone 
&  Webster  Engineering 
Corporation  . 

Licensee’s  Exhibit  II: 

Letter.  December  11.  1929, 
from  J.  H.  Manning  to 
R.  E.  Argersinger . 

Opinion  No.  78  and  Order  de¬ 
termining  actual  legitimate 
original  cost  of  Project  No. 
943,  as  of  May  31.  1933.  and 
prescribing  accounting  there¬ 
for  adopted  July  28,  1942 . 


P.  3024-3025,  both  inclusive . ..  495 

P.  3026-3027,  both  inclusive..... .  496 

P.  3028-3029,  both  inclusive .  498 

P.  3030  .  501 

P.  3031  . 502 

P.  3032-3033,  both  inclusive .  504 

Entire — P.  3040  . j .  507 


Entire— Ps.  3066  to  3078,  both  inclusive .  508 


Entire — Ps.  3079  to  30S8.  both  inclusive .  520 

Entire—  P.  3103  . „ . .  529 

Entire— P.  3104  . . . . .  530 


Entire — Ps.  3112  to  3144,  both  inclusive. 
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(In  the  following  copy  of  Certification  of  Transcript  of 
Record  of  the  Federal  Power  Commission,  the  documents 
in  respect  of  which  a  part  or  all  thereof  is  printed  in  this 
Appendix,  are  shown  in  bold  face  type.) 


IN  THE 

Hniteb  States  Court  of  Appeals 

For  the  District  of  Columbia. 


Puget  Sound  Power  &  Light 
Company, 

Petitioner, 

v. 

Federal  Power  Commission, 

Respondent. 


No.  8,401. 


Certification  of  Transcript  of  Record 
of  Federal  Power  Commission. 

I,  J.  H.  Gutride,  Acting  Secretary  of  the  Federal  Power 
Commission  and  official  custodian  of  the  records  of  said 
Commission,  do  hereby  certify  that  the  attached  are  true 
copies  of: 

Staff  report  upon  actual  legitimate  original  cost  of 
Project  No.  943,  as  of  May  31, 1933,  Parts  I,  II  and 
III.  (  Set  forth  below  as  Exhibit  No.  1) 

Service  of  staff  report  upon  licensee  dated  June  16, 

1938.  (Set  out  below  as  Exhibit  No.  21) 

PAGE 

Application  for  extension  of  six  months  in  which  to 
protest  staff  report  filed  June  23, 1938 .  I 

Supplement  to  Application  for  additional  time  to 
protest  staff  report  filed  July  1, 193S 


II 
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(Certification  of  Transcript  of  Record  of  Federal 
Power  Commission.) 

PAGE 

Order  extending  time  for  filing  protest  to  September 
15,  193S  entered  July  13,  1938 .  IV 

Protest  of  licensee  to  staff  report  filed  September  14, 

193S.  (Set  out  below  as  Exhibit  No.  20) 

Order  setting  date  of  hearing  upon  licensee’s  protest 
entered  October  5,  193S .  V 

Designation  of  Trial  Examiner  entered  October  10, 

1938  . VI 

Order  postponing  hearing  to  February  1, 1939  entered 
October  14,  1938 .  VII 

Order  further  postponing  hearing  to  March  13,  1939 
entered  January  11, 1939 . VIII 

Order  further  postponing  hearing  to  April  11,  1939 
entered  February  23,  1939 . IX 

Order  advancing  date  of  hearing  to  March  15,  1939 
entered  February  25, 1939 .  X 

Transcript  of  hearing  held  March  15, 16, 17, 1939  1 

Transcript  of  hearing  held  March  20,  21,  23,  1939  511 

Transcript  of  hearing  held  March  24,  25,  27, 1939  943 

Transcript  of  hearing  held  March  28,  29,  30, 1939  1414 
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( Certification  of  Transcript  of  Record  of  Federal 
Power  Commission.) 

Exhibits  received  in  hearing  March  15-30,  inclusive 
1939. 

Offered  by  Commission  Counsel. 

Presented  physically  : 

Exhibits  page 

No.  1  Staff  report  upon  actual  legitimate  original 
cost  of  Project  No.  943,  as  of  May  31, 

1933,  Parts  I,  II  and  III .  1665 

2  Agreement  dated  February  4,  1930  and 

supplemental  agreement  dated  Febru¬ 
ary  15,  1930  between  Washington 

Electric  Company,  Stone  &  Webster 
Engineering  Corporation,  Agents,  first 
party,  and  Puget  Sound  Power  &  Light 
Company,  second  party .  2071 

3  Stone  &  Webster  Journal  for  June,  1930....  2081 

4  Report  on  Overhead  Charges  and  Fees  of 

the  Stone  &  Webster  Organization,  dated 


March  4,  1939 .  2230 

5  Equipment  Purchase  Agreement,  Stone  & 

Webster,  Inc.,  General  Electric  Com¬ 
pany,  December  S,  1927 .  2334 

6  Equipment  Purchase  Agreement,  Stone  & 

Webster,  Inc.,  Allis-Chalmers  Manufac¬ 
turing  Company,  January  19,  1928 .  2342 

7  Computation  cost  of  financing  during  the 

years  1929  to  1932,  inclusive .  2350 

Incorporated  by  reference: 


1  Application  for  preliminary  permit  filed 
December  17,  1928  by  Washington  Elec¬ 
tric  Company  .  2351 
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Power  Commission.) 

(  Exhibits 

Continued)  page 

2  Application  for  license  filed  June  12,  1929 

by  Washington  Electric  Company .  2367 

3  Preliminary  permit  issued  to  Washington 

Electric  Company  September  3,  1929 .  242S 

4  i  License  for  Project  No.  943  issued  to  Wash¬ 

ington  Electric  Company  January  21, 

1930  .  2518 

5  Application  for  amendment  of  license  filed 

May  28,  1931 .  2637 

6  Application  for  transfer  of  license  from 
i  Washington  Electric  Company  to  Puget 
i  Sound  Power  &  Light  Company  filed 

April  24,  1931 .  2656 

7  Transfer  of  license  from  Washington  Elec¬ 

tric  Company  to  Puget  Sound  Power  & 
i  Light  Company  evidenced  by  Instrument 

Xo.  2,  approved  June  30,  1931 .  2691 

S  Amendment  Xo.  1  of  license  pursuant  to 
Instrument  Xo.  3,  issued  September  4, 

1931  .  2695 

9  i  Application  for  Amendment  X"o.  2  of 

license  filed  December  IS,  1931 .  2703 

10  i  Amendment  Xo.  2  of  license  pursuant  to 

Instrument  Xo.  4,  issued  May  5,  1932 .  2770 

11  i  Application  for  Amendment  Xo.  3  of 

license  filed  January  22,  1936 .  2798 

12  Amendment  Xo.  3  of  license  pursuant  to 

Instrument  Xo.  5,  issued  July  23,  1936....  2S06 

13  i  Application  for  Amendment  Xo.  4  of 

license  filed  December  11,  1935 .  2S10 
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Power  Commission.) 

(Exhibits 

Continued)  page 

14  Amendment  Xo.  4  of  license  pursuant  to 

Instrument  No.  6,  issued  January  8, 1938  2817 

15  Statement  of  preliminary  cost  of  Project 

Xo.  943,  as  of  May  31,  1929,  filed,  by 


'Washington  Electric  Company,  July  16, 

1929  . .  2823 

16  Statement  of  prelicense  costs,  as  of  Decem¬ 

ber  31,  1929,  filed  April  11,  1930 .  2828 

17  Revised  statement  of  prelicense  costs,  as 

of  December  31,  1929,  filed,  by  Puget 
Sound  Power  &  Light  Company,  Decem¬ 
ber  4,  1931 . *. .  2838 

18  Initial  cost  statement  of  hydro-electric 

plant  of  Project  Xo.  943,  as  of  May  31, 

1933,  filed  September  15, 1933 .  2840 

19  Initial  cost  statement  of  Rock  Island — 

Skykomish  transmission  line,  as  of  May 
31,  1933,  filed  September  15,  1933 .  2S62 

19-A  Report  on  actual  cost  of  construction  of 
the  hydro-electric  power  plant  and  trans¬ 
mission  line,  Project  Xo.  943,  as  of  May 
31,  1933  filed  March  30,  1934 . *.  28S0 

20  Protest  of  licensee  to  staff  report  filed  Sep¬ 

tember  14,  1938 .  2972 

21  Letter  of  service  of  staff  report  upon 

licensee  dated  June  16,  193S .  2984 

22  Letter  dated  March  6,  1939,  from  Federal 

Power  Commission  to  Counsel  for 
licensee  concerning  land  items .  2985 
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Power  Commission .) 

(  Exhibits 

Continued)  page 

2  Application  for  license  filed  June  12,  1929 

by  'Washington  Electric  Company .  2367 

3  Preliminary  permit  issued  to  Washington 

Electric  Company  September  3,  1929 .  2428 

4  License  for  Project  No.  943  issued  to  Wash¬ 

ington  Electric  Company  January  21, 

1930  .  2518 

5  Application  for  amendment  of  license  filed 

May  28,  1931 .  2637 

6  Application  for  transfer  of  license  from 

Washington  Electric  Company  to  Puget 
Sound  Power  &  Light  Company  filed 
April  24,  1931 .  2656 

7  Transfer  of  license  from  Washington  Elec¬ 

tric  Company  to  Puget  Sound  Power  & 

Light  Company  evidenced  by  Instrument 
Xo.  2,  approved  June  30,  1931 .  2691 

S  Amendment  Xo.  1  of  license  pursuant  to 
Instrument  Xo.  3,  issued  September  4, 

1931  .  2695 

9  Application  for  Amendment  Xo.  2  of 

license  filed  December  IS,  1931 .  2703 

10  Amendment  Xo.  2  of  license  pursuant  to 

Instrument  Xo.  4,  issued  May  5,  1932 .  2770 

11  Application  for  Amendment  Xo.  3  of 

license  filed  January  22,  1936 .  279S 

12  Amendment  Xo.  3  of  license  pursuant  to 

Instrument  Xo.  5,  issued  July  23,  1936....  2S06 

13  Application  for  Amendment  Xo.  4  of 

license  filed  December  11,  1935 .  2810 
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(Exhibits 

Continued)  page 

14  Amendment  Xo.  4  of  license  pursuant  to 

Instrument  Xo.  6,  issued  January  8, 1938  2817 

15  Statement  of  preliminary  cost  of  Project 

Xo.  943,  as  of  May  31,  1929,  filed,  by 


Washington  Electric  Company,  Julv  16, 

1929  . * .  2S23 

16  Statement  of  prelicense  costs,  as  of  Decem¬ 

ber  31,  1929,  filed  April  11,  1930 .  2S28 

17  Revised  statement  of  prelicense  costs,  as 

of  December  31,  1929,  filed,  by  Puget 
Sound  Power  &  Light  Company,  Decem¬ 
ber  4,  1931 . .  2S38 

IS  Initial  cost  statement  of  hydro-electric 
plant  of  Project  Xo.  943,  as  of  May  31, 

1933,  filed  September  15, 1933 .  2S40 

19  Initial  cost  statement  of  Rock  Island — 

Skykomish  transmission  line,  as  of  May 
31,"  1933,  filed  September  15,  1933 . 2S62 

19-A  Report  on  actual  cost  of  construction  of 
the  hydro-electric  power  plant  and  trans¬ 
mission  line,  Project  Xo.  943,  as  of  May 
31,  1933  filed  March  30,  1934 . *.  2880 

20  Protest  of  licensee  to  staff  report  filed  Sep¬ 

tember  14,  1938 .  2972 

21  Letter  of  service  of  staff  report  upon 

licensee  dated  June  16,  193S .  29S4 

22  Letter  dated  March  6,  1939,  from  Federal 

Power  Commission  to  Counsel  for 
licensee  concerning  land  items .  2985 
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Power  Commission .) 

(Exhibits 

Continued)  page 

23  Letter,  dated  March  6,  1939,  from  Federal 

Power  Commission  to  Counsel  for 
licensee  concerning  production  of  docu¬ 
ments  .  2986 

24  Telegram,  March  10,  1939,  from  Federal 

Power  Commission  to  Counsel  for 
licensee  concerning  one  document  speci¬ 
fied  in  letter  of  March  6,  1939 .  298S 

25  Minutes  of  312th  meeting  of  Federal 

Power  Commission  held  December  13, 

1932  .  29S9 


Offered  by  Licensee's  Counsel. 

Presented  physically : 

A  Two  volumes  of  photographs  and  index 
,  thereof.  (Omitted  pursuant  to  stipula¬ 
tion)  . 

B  Telegram,  October  14,  1930,  Stone  &  Web¬ 
ster  Engineering  Corporation,  Boston, 
Mass,  to  R.  E.  McGrew,  Rock  Island, 


Washington  .  2990 

C  Telegram,  October  17,  1930,  R.  E.  McGrew 
i  to  Stone  &  Webster  Engineering  Corpo¬ 
ration  .  2991 

D  Telegram,  October  21,  1930,  R.  E.  McGraw 
to  Stone  &  Webster  Engineering  Corpo¬ 
ration  .  2994 

E  Blank  Cash  Voucher  form  in  four  sheets....  2996 

F  Blank  construction  ledger  sheet  form .  3000 

G  Blank  Audited  Voucher  form .  3001 
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(  Exhibits 

Continued)  page 

H  Blank  Improvement  Requisition  form .  3002 

T  Blank  Journal  Entrv  form .  3004 

• 

J  Group  of  six  blank  check  forms .  3006 

K  Blank  Journal  Entry  form  (AY.  E.  Co.) .  3008 

L  Blank  Check  form  (AY.  E.  Co.) .  3010 


M  Graph  of  generating  capacity  and  peak 

load  requirements  of  licensee  1921-1933..  3011 

j 

N  Graph  of  peak  load  and  energy  output  of 
licensee,  business  index  and  other  data 
from  1920  through  1932 .  3012 

O  Folio  of  communications  consisting  of 

Telegram,  September  23,  1930,  from 
W.  D.  Shannon 

Letter,  January  16,  1931,  from  W.  H. 
McGrath. 

Letter,  April  21,  1931,  from  H.  F. 
Anthony. 

Letter,  April  28,  1931,  from  W.  N.  Pat¬ 
ten. 

Letter,  May  16, 1931,  from  R.  E.  McGrew. 
Telegram,  June  9,  1931,  from  W.  N.  Pat¬ 
ten. 

Telegram,  June  11,  1931,  from  H.  F. 
Anthony. 

Letter,  October  6,  1931,  from  H.  F. 
Anthony. 

Letter,  October  19,  1931,  from  H.  F. 
Anthony. 

Letter,  November  10,  1931,  from  H.  F. 
Anthony. 
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(  Exhibits 

Continued)  page 


Letter,  March  2,  1932,  from  J.  R.  Larra- 
bee. 

Letter  March  11,  1932,  from  R.  E. 
McGrew. 

Letter,  March  17,  1932,  from  R.  E. 
McGrew  .  3013 

P  Computation  of  storage  charges  on  equip¬ 
ment  .  3034 

Q  '  Tabulation  average  cost  of  money  to 

licensee,  1928  to  1932,  inclusive .  3038 


R  i  Tabulation  cost  of  long  term  investment 

i  capital  to  licensee,  1930  to  1932,  inclusive  3039 

S  i  Tabulation  of  interest  rates  on  notes  pay- 
I  able  by  licensee,  1930  to  1932,  inclusive....  3040 

T  Tabulation  of  advances  to  contractor  by 


licensee  .  3041 

U  Tabulation  of  charges  to  the  project  for 
Seattle  and  Wenatchee  office  salaries  and 
expenses  .  3044 

V  Computation  of  cost  of  construction  power  3050 


W  i  Schedule  of  power  purchased  from  Wash¬ 
ington  Water  Power  Company,  1930  and 
1931  .  3060 

X  i  Summary  tabulation  of  results  of  orchard 

operations,  1931  to  May  1933,  inclusive..  3061 

Y  i  Statement  of  condition  of  Commercial 
Bank  &  Trust  Company,  Wenatchee, 
Wash.,  as  of  December  31,  1929 .  3063 
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(Certification  of  Transcript  of  Record  of  Federal 
Power  Commission.) 

(Exhibits 

Continued)  page 

Z  Statement  of  balances  carried  in  Commer¬ 
cial  Bank  &  Trust  Company,  Wenatchee, 
from  June  1,  1924  to  February  2,  1932, 
inclusive  .  3064 

AA  Statement  of  amounts  on  deposit  in  and 
liquidating  dividends  received  from  Com¬ 
mercial  Bank  &  Trust  Company  to  May, 

1937  .  3065 

BB  Report  upon  cost  of  services  rendered  by 
Stone  &  Webster,  Inc.,  Engineering  Divi¬ 
sion  and  Stone  &  Webster  Engineering 
Corporation,  January  1,  1928  to  May  31, 

1933,  inclusive  .  3066 

CC  Report  upon  cost  of  service  rendered  by 
Stone  &  Webster,  Inc.,  Operating  Divi¬ 
sion  and  Stone  &  Webster  Service  Corpo¬ 
ration,  January  1, 1927  to  April  30, 1931, 
inclusive  .  3079 

DD  Summary  tabulation  of  overhead  charges, 

Bock  Island  hydro-development,  Janu¬ 
ary  1,  1931  to  May  31,  1933,  inclusive .  3089 

EE  Summary  tabulation  of  overhead  charges 
Rock  Island  transmission  line  January 
1,  1930  to  May  31,  1933,  inclusive .  3090 

FF  Report  upon  cost  of  services  rendered  by 
Engineers  Public  Service  Company,  Inc., 

May  1,  1931  to  January  31,  1933,  inclu¬ 
sive  .  3091 

GG  Comparative  statistics  licensee  and  Seat¬ 
tle  City  Light,  1926-1938,  inclusive .  3102 
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Power  Commission.) 

(Exhibits 

Continued  page 

HH  Transcript  from  records  of  Board  of  Direc- 
i  tors,  Stone  &  Webster  Engineering  Cor- 

poration  .  3103 

II  Letter,  December  11,  1929,  from  J.  M.  Man¬ 
ning  to  R.  E.  Argersinger .  3104 

JJ  Tabulation  of  transactions  incident  to  ac¬ 
quisition  of  lands  or  rights .  3105 

KK  Blank  mutual  service  contract  form .  310S 

LL  Tabulation  total  construction  expenditures, 

Puget  Sound  Power  &  Light  and  subsidi¬ 
aries  .  3111 

Opinion  No.  78  and  Order  determining  actual 
legitimate  original  cost  of  Project  No.  943,  as 
!  of  May  31,  1933,  and  prescribing  accounting 
therefor  adopted  July  28,  1942 .  3112 

Petition  of  licensee  for  rehearing  and  modifica¬ 
tion  of  order  adopted  July  23,  1942,  filed 
August  27,  1942 .  3145 

Order  denying  rehearing  and  amending  former 
order  entered  September  26,  1942 .  3159 


All  of  which  constitute  the  record  of  the  Federal  Power 
Commission  in  the  determination  of  the  actual  legitimate 
original  cost,  as  of  May  31,  1933,  of  Project  No.  943,  Puget 
Sound  Power  &  Light  Company,  Licensee. 

In  Witness  Whereof  I  have  hereunto  subscribed  my 
hand  and  caused  the  seal  of  the  Federal  Power  Commis¬ 
sion  to  be  affixed  this  29th  day  of  December,  1942,  at 
Washington,  D.  C. 

J.  H.  Gutride, 

Acting  Secretary. 
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IN  THE 

Umtetj  States!  Court  of  Appeals 

For  the  District  of  Columbia. 

No.  8401. 


In  Re  ROCK  ISLAND  PROJECT,  NO.  943, 
PUGET  SOUND  POWER  &  LIGHT  COMPANY, 

Licensee . 


PUGET  SOUND  POWER  &  LIGHT  COMPANY, 

Petitioner, 

against 

FEDERAL  POWER  COMMISSION, 

Respondent . 


PETITION  TO  REVIEW  ORDERS  OF  FEDERAL 
POWER  COMMISSION. 


WILLIAM  E.  TUCKER, 

20  Pine  Street, 

New  York,  New  York; 

PAUL  D.  MILLER, 

20  Pine  Street, 

New  York,  New  York, 
Attorneys  for  Petitioner. 

MUDGE,  STERN,  WILLIAMS  &  TUCKER, 

20  Pine  Street, 

New  York,  New  York, 

Of  Counsel. 
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IN  THE 

fHntteti  States  Court  of  Appeals 

For  the  District  of  Columbia. 


In  Re  Rock  Island  Project,  Xo.  943 
Puget  Sound  Power  &  Light 
Company, 

Licensee. 


Puget  Sound  Power  &  Light 
Company, 

Petitioner, 

against 

Federal  Power  Commission, 

Respondent. 


Petition  to  Review  Orders  of  Federal  Power 

Commission. 

The  petition  of  Puget  Sound  Power  &  Light  Company 
respectfully  shows: 

Facts  and  Statutes  Upon  Which  Jurisdiction  Is  Based. 

1.  Petitioner,  Puget  Sound  Power  &  Light  Company 
(hereinafter  called  “Petitioner”)  is  a  corporation  organ¬ 
ized  and  existing  under  the  laws  of  the  Commonwealth  of 
Massachusetts,  with  its  principal  office  and  place  of  busi¬ 
ness  at  860  Stuart  Building,  Seattle,  Washington. 
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2.  The  Federal  Power  Commission  (hereinafter  some¬ 
times  called  the  ‘‘Commission”)  is  constituted  under  the 
Federal  Power  Act,  as  amended  (c.  12,  Tit.  16,  U.S.C.) 
(June  10,  1920,  c.  285,  41  Stat.  1063;  March  3,  1921,  c.  129, 
41  Stat.  1353;  June  23,  1930,  c.  572,  46  Stat.  797;  August 
26,  1935,  c.  687,  49  Stat.  S3S),  and  is  charged  with  the 
administration  of  the  provisions  of  said  Act  (hereinafter 
sometimes  called  the  Act). 

3.  Petitioner  is  aggrieved  by  an  order  of  the  Commis¬ 
sion,  dated  July  2S,  1942,  determining  the  actual  legitimate 
cost  of  Rock  Island  Project  Xo.  943  and  prescribing 
accounting  therefor,  as  affirmed  bv  order  of  the  Com- 
mission  dated  September  26,  1942,  and  seeks  review  of 
such  orders.  A  copy  of  such  order  of  July  2S,  1942  is 
hereto  annexed  as  “Appendix  A.” 

4j  Paragraph  (a)  of  Section  313  of  the  Act  (c.  12,  Tit. 
16,  U.S.C.  §S25-l(a))  provides  that: 

“Any  person,  State,  municipality,  or  State  com¬ 
mission  aggrieved  by  an  order  issued  by  the  Com- 
i  mission  in  a  proceeding  under  this  Act  to  which 
such  person,  State,  municipality,  or  State  commis¬ 
sion  is  a  party  may  apply  for  a  rehearing  within 
thirty  days  after  the  issuance  of  such  order.  The 
application  for  rehearing  shall  set  forth  specifically 
the  ground  or  grounds  upon  which  such  application 
is  based.  Upon  such  application  the  Commission 
shall  have  power  to  grant  or  deny  rehearing  or  to 
abrogate  or  modify  its  order  without  further  hear¬ 
ing.  Unless  the  Commission  acts  upon  the  applica¬ 
tion  for  rehearing  within  thirty  days  after  it  is  filed, 
i  such  application  may  be  deemed  to  have  been  denied. 
i  Xo  proceeding  to  review  any  order  of  the  Commis- 
i  sion  shall  be  brought  by  any  person  unless  such  per¬ 
son  shall  have  made  application  to  the  Commission 
for  a  rehearing  thereon.” 
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Pursuant  to  the  provisions  of  said  paragraph,  Petitioner 
filed  with  the  Commission  on  August  27,  1942  its  petition 
for  rehearing  and  reargument  upon  and  reconsideration 
and  modification  of  said  order  of  the  Commission  of  July 
28,  1942.  A  copy  of  such  petition  is  annexed  hereto  as 
“Appendix  B.”  On  September  26,  1942,  the  Commission 
issued  its  further  order  denying  Petitioner’s  petition  for 
rehearing  and  reargument,  amending  said  order  of  July 
28,  1942  only  to  the  extent  of  allowing  Petitioner  to 
charge  to  capital  surplus  instead  of  earned  surplus  certain 
amounts  disallowed  by  the  Commission  as  part  of  the  actual 
legitimate  original  cost  of  said  Project.  A  copy  of  said 
order  of  September  26,  1942  is  annexed  hereto  as  “Appen¬ 
dix  C.” 

5.  The  jurisdiction  of  this  Court  is  invoked  under 
paragraph  (b)  of  Section  313  of  the  Act  (c.  12,  Tit.  16, 
U.S.C.  §S25-l(b)),  which  provides  as  follows: 

“Any  party  to  a  proceeding  under  this  Act  ag¬ 
grieved  by  an  order  issued  by  the  Commission  in 
such  proceeding  may  obtain  a  review  of  such  order 
in  the  Circuit  Court  of  Appeals  of  the  United  States 
for  any  circuit  wherein  the  licensee  or  public  utility 
to  which  the  order  relates  is  located  or  has  its  prin¬ 
cipal  place  of  business,  or  in  the  United  States  Court 
of  Appeals  for  the  District  of  Columbia,  by  filing  in 
such  court,  within  sixtv  davs  after  the  order  of  the 
Commission  upon  the  application  for  rehearing,  a 
written  petition  praying  that  the  order  of  the  Com¬ 
mission  be  modified  or  set  aside  in  whole  or  in  part. 
A  copy  of  such  petition  shall  forthwith  be  served 
upon  any  member  of  the  Commission  and  thereupon 
the  Commission  shall  certify  and  file  with  the  court 
a  transcript  of  the  record  upon  which  the  order 
complained  of  was  entered.  Upon  the  filing  of  such 
transcript  such  court  shall  have  exclusive  jurisdic- 
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tion  to  affirm,  modify,  or  set  aside  such  order  in 
whole  or  in  part.  No  objection  to  the  order  of  the 
Commission  shall  be  considered  by  the  court  unless 
such  objection  shall  have  been  urged  before  the  Com¬ 
mission  in  the  application  for  rehearing  unless  there 
is  reasonable  ground  for  failure  so  to  do.  The  find¬ 
ing  of  the  Commission  as  to  the  facts,  if  supported 
i  by  substantial  evidence,  shall  be  conclusive.  If  any 
party  shall  apply  to  the  court  for  leave  to  adduce 
additional  evidence,  and  shall  show  to  the  satis¬ 
faction  of  the  court  that  such  additional  evidence  is 
!  material  and  that  there  were  reasonable  grounds  for 
failure  to  adduce  such  evidence  in  the  proceedings 
before  the  Commission,  the  court  may  order  such 
additional  evidence  to  be  taken  before  the  Commis¬ 
sion  and  to  be  adduced  upon  the  hearing  in  such 
manner  and  upon  such  terms  and  conditions  as  to 
the  court  may  seem  proper.  The  Commission  may 
modifv  its  findings  as  to  the  facts  bv  reason  of  the 
i  additional  evidence  so  taken,  and  it  shall  file  with 
the  court  such  modified  or  new  findings  which,  if 
:  supported  by  substantial  evidence,  shall  be  con¬ 
clusive,  and  its  recommendation,  if  any,  for  the 
modification  or  setting  aside  of  the  original  order. 
The  judgment  and  decree  of  the  court,  affirming, 
modifying,  or  setting  aside,  in  whole  or  in  part,  any 
such  order  of  the  Commission,  shall  be  final,  subject 
to  review  by  the  Supreme  Court  of  the  United  States 
upon  certiorari  or  certification  as  provided  in  sec¬ 
tions  239  and  240  of  the  Judicial  Code,  as  amended 
(U.S.C.,  title  28,  secs.  346  and  347).” 

The  Petitioner  and  Its  Position  Under  the  Federal 

Power  Act. 

6.  The  Petitioner  is  principally  engaged  in  owning  and 
operating  an  electric  generating  and  distributing  system 
in  the  State  of  Washington. 
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7.  Petitioner  is  the  owner  of  a  license  issued  by  the 
Commission  under  the  provisions  of  the  Act  for  Rock  Island 
Project,  Xo.  943  (hereinafter  referred  to  as  the  Project), 
which  Project,  as  developed,  is  owned  by  Petitioner.  The 
Project  is  located  at  Rock  Island  Rapids  on  the  Columbia 
River  in  the  State  of  Washington,  about  13  miles  down¬ 
stream  from  the  City  of  Wenatchee,  Washington.  The 
initial  development  of  such  Project  heretofore  constructed, 
covered  by  the  license,  consists  of  the  various  structures 
including  a  dam  across  the  Columbia  River,  a  power  station 
which  forms  an  integral  part  of  the  dam  structure,  and 
power  units  and  the  appropriate  headworks,  together  with 
two  110  k.v.  transmission  lines,  one  extending  from  the 
power  plant  to  Skykomish,  Washington,  a  distance  of  about 
S2  miles,  and  the  other  from  the  power  plant  to  Squillchuck 
Canyon,  Washington,  a  distance  of  about  8  miles. 

The  license  was  originally  issued  by  the  Commission  as 
of  January  21,  1930  to  Washington  Electric  Company,  a 
wholly  owned  subsidiary  of  Petitioner,  and  thereafter  trans¬ 
ferred  to  Petitioner,  with  the  consent  of  the  Commission, 
effective  June  30,  1931.  The  license  was  thereafter  twice 
amended  prior  to  May  31,  1933,  the  date  as  of  which  the 
cost  of  the  Project  was  being  determined  in  the  proceeding 
sought  to  be  reviewed  herein,  the  first  of  such  amendments 
having  been  made  under  date  of  September  4, 1931  and  the 
second  under  date  of  May  5,  1932. 

The  entire  Project,  including  the  dam,  power  station 
and  transmission  lines,  was  constructed  for  Petitioner  and 
its  predecessor  licensee  by  Stone  &  Webster  Engineering 
Corporation  under  contract  arrangements  which  provided 
that  that  corporation  should  act  as  agent  in  doing  the 
work,  that  the  necessary  funds  for  doing  the  work  should 
be  furnished  by  the  licensee,  and  that  for  its  services  the 
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Engineering  Corporation  should  receive  as  a  fee  a  per¬ 
centage  of  the  cost  of  the  work.  Stone  &  Webster  Service 
Corporation  also  rendered  certain  services  to  the  Petitioner 
in  connection  with  the  Project.* 

Nature  of  the  Proceeding  As  to  Which  Review 

Is  Sought. 

S. ,  After  the  Project  was  completed  and  turned  over  to 
Petitioner.  Petitioner  filed  with  the  Commission,  in  dupli¬ 
cate,  its  initial  statements  of  the  actual  legitimate  original 
cost  of  the  Project  as  of  May  31,  1933.  These  statements 
were  filed  pursuant  to  the  then  Section  4(a)  [now  Section 
4(b)]  of  the  Act  and,  under  the  requirements  of  the  Com¬ 
mission  at  that  time,  were  made  on  forms  approved  by  the 
Comniission  and  showed  a  total  cost  for  the  entire  Project 
of  $15,904,514.57.  Thereafter,  on  March  30, 1934,  Petitioner 
filed  with  the  Commission  a  supplemental  report  showing 
the  cost  of  the  Project  on  the  basis  of  cost  by  units. 

9.  After  examination  by  the  staff  of  the  Commission, 
the  Accounting  Staff  of  the  Commission  made  and  filed 
with  the  Commission,  under  date  of  April  10,  1935,  a 
report  on  the  actual  legitimate  original  cost  of  the  Project 
as  of  May  31,  1933  and  the  Engineering  Staff  of  the  Com¬ 
mission  made  and  filed  with  the  Commission,  under  date 
of  May  2,  193S,  its  report  on  the  actual  legitimate  original 
cost  of  the  Project  as  of  May  31,  1933.  Copies  of  such 
reports,  together  with  a  summary  of  the  findings  of  the 
staff  of  the  Commission,  were  served  on  Petitioner  on  June 
16,  1938.  The  report  by  the  Staff  of  the  Commission  sus- 

*  References  to  Stone  &  Webster  Service  Corporation  include  the  Manage¬ 
ment  Division  of  Stone  &  Webster.  Inc.  which  performed  the  services  prior 
to  July  1.  1929  when  they  were  assumed  by  Stone  &  Webster  Service  Corpo¬ 
ration  which  had  been  organized  for  that  purpose. 
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pended  39  separate  items,  totaling  $3,133,144.82,  shown  as 
part  of  the  actual  legitimate  cost  of  the  Project  in  the 
reports  filed  by  the  Petitioner,  and  also  set  forth  certain 
criticisms  as  to  the  reasonableness  of  the  cost  of  certain 
other  items. 

10.  Under  date  of  September  13,  1938,  Petitioner  filed 
with  the  Commission  its  protest  to  the  staff  report  and 
requested  that  the  Commission  order  a  public  hearing  in 
accordance  with  its  practice  and  rules  and  regulations.  By 
its  protest  and  at  the  beginning  of  the  hearing  Petitioner 
waived  any  objection  to  certain  suspensions  aggregating 
$2,238.31,  leaving  a  balance  of  $15,902,276.26  claimed  by 
the  Petitioner  as  the  cost  of  the  Project  at  the  beginning 
of  the  hearing. 

11.  Hearings  were  held  in  the  proceedings,  commencing 
on  March  15,  1939  and  continuing  from  time  to  time  to 
March  30,  1939.  At  such  hearings,  sworn  testimony  was 
introduced  by  Petitioner  and  the  Commission,  as  well  as 
documentary  evidence.  Thereafter,  briefs  were  submitted 
on  behalf  of  Petitioner  and  of  the  Commission. 

From  time  to  time  at  the  hearing  and  in  its  briefs,  Peti¬ 
tioner  waived  its  objection  to  certain  additional  suspen¬ 
sions  aggregating  $218,375.90  so  that  at  the  conclusion  of 
.the  hearing  and  argument,  the  total  amount  claimed  by 
Petitioner  as  the  actual  legitimate  original  cost  of  the  Pro¬ 
ject  as  of  May  31,  1933  was  $15,683,900.36. 

12.  The  Commission,  on  July  28,  1942,  issued  its  order 
and  its  related  Opinion  (No.  78)  referred  to  in  said  order 
and  made  a  part  thereof  by  reference  whereby,  among  other 
things,  it  found  and  determined  that  the  actual  legitimate 
original  cost  as  of  May  31,  1933  of  the  Project  wa-» 
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$14,769, 6S5.29 ;  that  amounts  aggregating  $1,134,829.28  (in¬ 
cluding  $914,215.07,  objection  to  the  suspension  or  exclu¬ 
sion  of  which  had  not  been  waived  by  the  Petitioner)  did 
not  constitute  part  of  the  actual  legitimate  original  cost  of 
the  Project ;  directed  that  the  Petitioner  establish  and  main¬ 
tain  control  accounts  with  reference  to  the  Project  showing 
a  total  debit  balance  in  its  fixed  capital  accounts  of 
$14,769,685.29  as  the  actual  legitimate  original  cost  of  the 
Project  as  of  May  31,  1933,  and  directed  the  Petitioner 
to  remove  the  Project  accounts  from  other  specified  accounts 
and  directed  that  the  amounts  aggregating  $1,134,S29.2S, 
above  referred  to  be  transferred  to  other  accounts,  includ¬ 
ing  $1,105,092.S2  directed  to  be  transferred  to  Account  271, 
Earned  Surplus. 

The  $1,134,829.28,  disallowed  as  part  of  Project  cost  as 
aforesaid,  included  the  following: 
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13.  Petitioner,  in  its  above  mentioned  petition  filed  with 
the  Commission  on  August  27,  1942,  among  other  things, 
objected  to  the  disallowance  by  the  Commission  of  the 
amounts  indicated  in  the  preceding  paragraphs,  on  the 
ground^  hereinafter  set  forth,  and  requested  that  the  Com¬ 
mission  should  reconsider  and  modify  its  said  order  of 
July  28,  1942  in  the  particulars  therein  set  forth. 

Points  on  Which  Petitioner  intends  to  Rely. 

14.  The  Commission’s  determination  as  set  forth  in 
the  opinion,  dated  July  2S,  1942,  that  with  due  diligence 
the  Project  could  have  been  made  available  for  the  use 
intended  at  least  by  July  31,  1932,  and  the  action  of  the 
Commission  in  fixing  said  date  as  the  end  of  the  construc¬ 
tion  period  for  the  Project,  are  erroneous,  arbitrary,  and 
unreasonable  and  are  invalid  and  void  and  should  be  set 
aside  in,  that  the  same  are  not  supported  by  any  substantial 
evidence  in  the  proceeding  and  are  contrary  to  substan¬ 
tial  evidence  in  the  proceeding;  and  Petitioner  believes 
and  alleges  that  the  only  substantial  evidence  in  the  pro¬ 
ceeding  is  to  the  effect  that  the  construction  period  did 
not  end  until  January  21,  1933  or,  in  the  alternative,  at  the 
earliest,  November  15,  1932.  Accordingly,  the  Commis¬ 
sion’s  determination  and  order  allowing  the  amounts 
claimed  by  Petitioner  to  be  part  of  the  actual  legitimate 
original  cost  of  the  Project  specified  under  Suspensions 
Nos.  4,  119,  207,  114,  115,  118,  206,  116,  and  117  only  to  the 
extent  set  forth  in  Part  I  of  the  tabulation  in  paragraph 
12  of  this  Petition,  are  erroneous,  arbitrary  and  unreason¬ 
able  and  invalid  and  void  in  that  such  action  is  based  upon 
the  Commission’s  erroneous  determination  that  the  con¬ 
struction  period  ended  July  31,  1932;  and  said  items 
should  be  re-computed  and  allowed  on  the  basis  of  a  proper 
determination  of  the  termination  of  the  construction  period 
for  said  Project  in  accordance  with  the  evidence  in  said 
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proceeding.  The  Petitioner  does  not  now  complain  of  the 
use  by  the  Commission  of  a  6%  simple  interest  rate  in 
the  computation  of  interest  during  construction,  nor  of  the 
method  used  by  the  Commission  in  computing  interest  dur¬ 
ing  construction,  namely,  using  such  interest  rate  for  each 
month  during  the  construction  period  computed  upon  one- 
half  of  that  month’s  Project  cost  (exclusive  of  interest), 
plus  the  accumulated  net  total  of  Project  cost  (exclusive 
of  interest)  for  previous  months.  In  this  connection,  Peti¬ 
tioner  believes  and  alleges  that  the  error  of  the  Commis¬ 
sion  in  fixing  July  31,  1932,  instead  of  January  21,  1933, 
or,  in  the  alternative,  a  date  not  later  than  November  15, 
1932,  for  termination  of  the  construction  period,  had  the 
effect,  among  others,  of  reducing  that  part  of  Project  cost 
consisting  of  the  item  of  interest  during  construction  (Sus¬ 
pensions  Nos.  4,  119  and  207)  by  several  hundreds  of 
thousands  of  dollars.*  In  addition,  the  Petitioner  alleges 
and  believes  that  such  error  of  the  Commission  had  the 
effect  of  reducing  bv  manv  thousands  of  dollars  the  amounts 
which  the  Commission  allowed  as  part  of  Project  cost  under 
Suspensions  Nos.  114,  115,  118,  206,  116  and  117.  On  Peti¬ 
tioner’s  computations,  on  the  assumption  that  the  proper 
termination  date  of  the  Project  was  January  21,  1933,  such 
reduction  in  Project  cost  in  respect  of  said  last  mentioned 
Suspensions  would  be  $36,421.40,  while  on  the  assumption 
that  November  15,  1932  was  the  proper  termination  date, 
such  reduction  in  respect  of  said  last  mentioned  Suspen¬ 
sions  would  be  $21,514.9S. 

15.  The  Commission’s  determination  that  the  items  of 
overhead  expense  of  Stone  &  Webster  Engineering  Cor¬ 
poration,  referred  to  in  the  Opinion  under  the  headings 
“Contingent  Salaries,”  amounting  to  $1,502,347.15,  “In- 

*  For  the  information  of  the  Court,  Petitioner  sets  forth  in  Appendix  D, 
hereto  annexed,  the  results  of  its  computations  of  the  item  of  interest  during 
construction  alone  on  various  assumptions  therein  set  forth,  together  with  the 
differences  between  such  computations  and  the  amount  of  interest  during  con¬ 
struction  allowed  by  the  Commission. 
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vestigation  Expenses,”  amounting  to  $1,104,720.20,  “Other 
New  Bu&iness  Expenses,”  consisting  of  $49,616.77  of  execu¬ 
tives’  salaries,  $466,149.63  of  advertising  expense,  and 
$30,625.11  paid  for  publicity,  “Miscellaneous  Items,”  in¬ 
cluding  $5,535.76  entertainment  expense,  $53,401.60  trav¬ 
eling  expense,  $5,000  annual  retainer  paid  to  the  Massa¬ 
chusetts  Institute  of  Technology,  $54,293.44  recorded  as 
Beneficial  Payments  and  items  amounting  to  $49,S67.01 
classified  as  Employees’  Welfare,  as  well  as  $2,000  paid 
under  a  guaranty,  and  $7,035.17  of  miscellaneous  franchise 
and  other  taxes  and  fees,  do  not  represent  necessary  and 
proper  overhead  costs  to  be  taken  into  account  in  calcu¬ 
lating  the  cost  to  said  Stone  &  Webster  Engineering  Cor¬ 
poration  of  the  services  rendered  by  it  to  Petitioner  in 
connection  with  the  Project,  is  erroneous,  arbitrary,  capri¬ 
cious,  and  unreasonable  and  invalid  and  void  in  that  the 
same  is  not  supported  by  any  substantial  evidence  in  the 
proceeding  and  is  contrary  to  substantial  evidence  in  the 
proceeding.  Accordingly,  the  Commission’s  findings  and 
order  are  erroneous,  arbitrary  and  unreasonable  and 
invalid  land  void  in  allowing  the  amount  of  Suspension 
Nos.  5,  121,  122,  and  209  only  to  the  extent  set  forth  in 
Part  II  of  the  tabulation  in  paragraph  12  of  this  petition 
instead  of  the  respective  amounts  finally  claimed  by  Peti¬ 
tioner  as  indicated  in  said  Part  II. 

16.  The  Commission’s  determination  that  there  should 
be  eliminated,  in  determining  the  cost  to  Stone  &  Webster 
Service  Corporation  of  certain  services  rendered  to  Licen¬ 
see  by  them  in  connection  with  the  Project,  expenses 
recorded  as  advertising,  investigation,  entertainment, 
beneficial  payments,  employees’  welfare,  travel  and  pub¬ 
licity,  totaling  $191,770.04,  is  erroneous,  arbitrary,  caprici¬ 
ous,  and  unreasonable,  and  invalid  and  void,  in  that  the 
same  is  not  supported  by  any  substantial  evidence  in  the 
proceeding  and  is  contrary  to  substantial  evidence  in  the 
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proceeding.  Accordingly,  the  Commission’s  findings  and 
order  are  erroneous,  arbitrary,  capricious,  and  unreason¬ 
able,  and  invalid  and  void,  in  so  far  as  they  allow  the 
amounts  of  Suspensions  Nos.  6,  123,  and  210  only  to  the 
extent  set  forth  in  Part  III  of  the  tabulation  in  paragraph 
12  of  this  Petition,  instead  of  the  respective  amounts  finally 

claimed  bv  Petitioner  as  indicated  in  said  Part  III. 

* 

17.  The  Commission  erred  in  ordering,  as  set  forth 
in  subdivision  (E)  of  its  order  of  July  28, 1942,  as  amended 
by  its  order  of  September  26,  1942,  that  Petitioner  remove 
from  the  Project  Account  and  transfer  to  Account  270, 
Capital  Surplus,  the  amounts  totaling  $1,105,092.S2  listed 
in  column  8  under  the  heading  of  “Earned  Surplus”  in  the 
tabulation  attached  to  said  order  as  Exhibit  A,  the  amounts 
to  be  so  charged  being  in  error  as  to  the  items  hereinabove 
in  this  petition  specified  and  to  the  extent  hereinabove 
specified. 

IS.  The  Commission  erred  in  denying  Petitioner’s 
petition  for  rehearing  and  reargument  upon  and  recon¬ 
sideration  and  modification  of  the  said  order  of  the  Com¬ 
mission,  dated  July  28, 1942,  for  the  reasons  in  said  Petition 
and  in  this  Petition  specified. 

19.  No  previous  application  for  the  relief  sought  by  this 
petition  has  been  made  to  any  other  court  or  judge. 

The  Relief  Prayed. 

Wherefore,  Petitioner  respectfully  prays  that  this  Hon¬ 
orable  Court 

1.  Review  said  orders  of  the  Commission,  dated  July 
28, 1942  and  September  26,  1942. 

2.  Set  aside  and  annul  said  orders  of  July  28,  1942  and 
September  26,  1942,  insofar  as  they  are  erroneous  in  the 
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respects  complained  of  by  the  Petitioner  in  paragraphs 
14,  15  and  16  of  this  Petition. 

3.  Direct  said  Commission  to  re-open  the  proceeding 
for  the  purpose  of  re-computation  of  the  items  herein  com¬ 
plained  of  by  the  Petitioner  to  the  extent  they  are  found 
by  this  Court  to  be  erroneous  and  for  re-determination  of 
the  actual  legitimate  original  cost  of  the  Project  as  of 
May  31,  1933  on  the  basis  of  such  finding,  and  for  the 
consequent  revision  of  the  accounting  entries  specified  in 
said  orders  of  July  28,  1942  and  September  26,  1942. 

4.  Grant  such  other  and  further  relief  as  to  the  Court 
may  seem  just  and  equitable. 

Puget  Sound  Power  &  Light  Company, 

i  By  Donald  C.  Barnes 

i  Vice  President. 

!  William  E.  Tucker 

i  20  Pine  Street, 

New  York,  N.  Y. 

i  Paul  D.  Miller 

20  Pine  Street, 

New  York,  N.  Y. 

!  Attorneys  for  Petitioner. 

Mudge,  Stern,  Willl\ms  &  Tucker, 

20  Pine  Street, 

New  York,  N.  Y. 

Of  Counsel. 
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State  of  New  York, 

County  of  New  York. 

Donald  C.  Barnes,  being  first  duly  sworn,  deposes  and 
says  that  he  is  a  Vice  President  of  Puget  Sound  Power  & 
Light  Company,  the  Petitioner  above  named;  that  he  has 
read  the  foregoing  petition  and  knows  the  contents  thereof 
and  that  the  same  are  true  to  the  best  of  his  knowledge 
and  belief. 

Donald  C.  Barnes 

Subscribed  and  sworn  to  before  me  this  ^ 

20th  day  of  November,  1942.  j 

Thaddeus  J.  Pol. 

Thaddeus  J.  Pol, 

Notary  Public. 

Queens  Co.  Clk’s  No.  2S27,  Reg.  No.  2380. 

Cert.  N.  Y.  Co.  Clk’s  No.  2,  Reg.  No.  4  P  214. 
Commission  Expires  March  30,  1944. 


[Notarial  Seal] 
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Appendix  A. 

UNITED  STATES  OF  AMERICA 
Federal  Power  Commission 


[Leland  Olds,  Chairman,  Claude  L.  Draper, 
Comipissioners  ■{  Basil  Manly,  John  W.  Scott  and  Clyde  L. 

[Seavey. 

July  28,  1942 


In  the  Matter 

Of  [ 

i 

Puget  Sound  Power  and  Light  i 
Company 


Project  No.  943 


Order  Determining  Actual  Legitimate  Original  Cost  and 
Prescribing  Accounting  Therefor 

Upon  consideration  of  the  matters  of  record  with  respect 
to  the  actual  legitimate  original  cost  of  Project  No.  943, 
Puget  Sound  Power  and  Light  Company,  Licensee,  as  of 
May  31,  1933,  and  having  on  this  date  made  and  entered 
its  Opinion  No.  IS,  which  is  hereby  referred  to  and  made 
a  part  hereof  by  reference;  and 

It  appearing  to  the  Commission  that: 

The  Licensee,  in  its  initial  Cost  Statement,  filed 
with  the  Commission  on  March  30,  1934,  claimed 
$15,904,514.57  as  the  actual  legitimate  original  cost  of 
this  project  as  of  May  31,  1933 ; 

The  Commission  finds  and  determines  that: 

,  (1)  The  actual  legitimate  original  cost  as  of  May 
31;  1933,  of  this  project  is  $14,769,6S5.29  which  is  the 
total  of  the  amounts  listed  in  Column  (4)  under  the 
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heading  “Allowed”  in  the  tabulation  attached  hereto 
as  Exhibit  “A”;  and  said  amount  is  allowed; 

(2)  The  amounts,  totalling  $1,134,S29.2S  listed  in 
Column  (5)  under  the  heading  “Disallowed”  in  said 
tabulation,  do  not  constitute  part  of  the  actual  legiti¬ 
mate  original  cost  of  this  project  as  of  May  31,  1933; 
and  said  amounts  are  disallowed; 

(3)  The  corrective  accounting  hereinafter  ordered 
is  necessary  and  appropriate  under  the  Federal  Power 
Act  to  reflect  on  Licensee's  books  of  account  the  Com¬ 
mission's  determination  of  the  actual  legitimate  origi¬ 
nal  cost  of  this  project; 

The  Commission  orders  that: 

(A)  The  Licensee  establish  and  maintain  control 
accounts  with  reference  to  this  project  showing  a  total 
debit  balance  in  its  Fixed  Capital  Accounts  beginning 
with  an  entry  of  $14,769,685.29  (being  the  total  of  the 
amounts  listed  in  Column  (4)  under  the  heading 
“Allowed”  in  said  tabulation)  as  the  actual  legitimate 
original  cost  of  this  project  as  of  May  31,  1933 ; 

(B)  The  Licensee  establish  and  maintain  subsidiary 
accounts  showing  and  substantiating  all  entries  in  such 
control  accounts  and  classifying  the  total  for  fixed 
capital  in  appropriate  detail  and  in  accordance  with 
the  provisions  of  the  Commission’s  Uniform  System 
of  Accounts  Prescribed  for  Public  Utilities  and 
Licensees  revised  to  December  31,  1936; 

(C)  The  Licensee  remove  from  this  project’s  ac¬ 
counts  and  transfer  to  Account  142,  Preliminary 
Survey  and  Investigation  Charges,  for  disposition  in 
accordance  with  the  Commission’s  Opinion  No.  78,  the 
amount  of  $30,538.06,  listed  in  Column  (6)  under  the 
Heading,  “Preliminary  Survey  and  Investigation 
Charges”  in  said  tabulation; 
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(D)  The  Licensee  charge  the  project  electric  plant 
accounts  and  concurrently  credit  the  appropriate  non¬ 
project  electric  plant  account  with  the  amount  of 
$S01.60,  listed  in  Column  (7)  under  the  heading  “Non- 
Project  Electric  Plant’ ’  in  said  tabulation;  and  rep¬ 
resenting  the  cost  of  a  project  easement  erroneously 
charged  to  a  non-project  account ; 

(E)  The  Licensee  remove  from  this  project’s  ac¬ 
counts  and  transfer  to  Account  271,  Earned  Surplus, 
the  amounts,  totalling  $1,103,092.S2,  listed  in  Column 
(Si)  under  the  heading  “Earned  Surplus”  in  said 
tabulation ; 

(F)  All  amounts  now  carried  in  Licensee’s  asset 
accounts  as  part  of  the  original  charges  to  the  cost  of 
this  project  up  to  and  including  May  31,  1933,  and  not 
otherwise  disposed  of  by  this  order,  and  which  do  not 
represent  the  cost  of  some  physical  property  other 
than  this  project,  shall  be  transferred  from  such 
accounts,  both  control  and  subsidiary,  in  which  included, 
and  the  net  amount  thereof  charged  to  Account  271, 
Earned  Surplus,  pursuant  to  and  in  accordance  with 
the  applicable  provisions  of  said  Uniform  System  of 
Accounts ; 

(G)  Within  60  days  of  service  of  this  order, 
Licensee  comply  with  this  order  and  execute  and  submit 
to  the  Commission  FPC  Form  No.  76  showing  such 
compliance. 


By  the  Commission. 


Leon  M.  Fuquay, 
Secretary. 
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EXHIBIT  A. 
Project  No.  943. 


Accounting  Disposition  of  Disallowed  Amounts 


Suspension 

No. 

Description 

Original 

Claimed 

Crst 

1 

Allowed 

Disallowed 

Preliminary 
Survey  and 
Investigation 
Charges 

Nonprojcct 

Electric 

Plant 

Earned 

Surplus 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(S) 

Hydro  Plant — Prelicense 

1  Salaries  and  expenses  of  Licensee’s  ofHces  at 

Seattle  and  Wenatchee,  Wash . 

2  Investigating  other  streams . 

3  Study  of  power  requirements . 

4  Interest  during  construction . 

5  Stone  &  Webster  Eng.  Corp.  100%  overhead  on 

certain  salaries . 

6  Stone  &  Webster  Service  Corp.  management 

tees  . . . 

Hydro  Plant— Postlicense 

101  Net  loss  from  operation  of  orchards  and  lands.... 

102  Salaries  and  expenses  of  Licensee's  offices  at 

Seattle  and  Wenatchee,  Wash . 

103  Gen.  and  admin,  exp.  at  rate  of  2%  of  all  other 

project  charges  for  saffie  period . 

104  Loss  on  bank  account  due  to  bank  failure . 

105  Rental  of  trans.  line  used  for  supplying  const. 

power  . . . . . 

106  Const,  power  supplied  by  Licensee  from  its  own 

system . . . 

107  Land  expenditures  questioned  by  U.  S.  District 

Engineer  . . . 

108  Telephone  service  between  N.  Y.  and  Boston 

offices  of  Stone  &  Webster . 

109  Traveling  expenses  between  N.  Y.  and  Boston 

offices  of  Stone  &  Webster . 

110  Miscel.  traveling  and  other  expenses  apparently 

not  applicable  to  project . 

111  Storage  on  turbine  parts  for  Units  3  and  4 . 

112  Insurance  on  turbine  parts  for  Units  3  and  4.... 

113  Handling  charges  on  generator  parts  Units 

3  and  4 . . . 

114  F.  P.  C.  preoperation  charges  during  claimed 

const,  period  . . . . 

115  State  of  Wash,  license  fees  during  claimed 

const,  period  . . . 

116  Credit  for  power  produced  by  project  claimed 

const,  period  . . . . 

117  Cost  of  operating  project  claimed  const,  period.. 

118  Taxes  . 

119  Interest  . ; . 

120  Interest  earned  on  const,  funds . 

121  Stone  &  Webster  Eng.  Corp.  6*4%  const,  fee.... 

122  Stone  &  Webster  Eng.  Corp.  fees  for  operation 

of  lands,  orchards,  and  power  plant . 

123  Stone  &  Webster  Eng.  Corp.  Management  fees 

Transmission  Line  (Entirely  Postlicense) 

201  Nonprojcct  easement  and  timber  damages . 

202  Gen.  and  admin,  exp.  at  rate  of  2%  of  all 

charges  for  same  period . 

203  Telephone  sen-ice  between  N.  Y.  and  Boston 

offices  of  Stone  &  Webster . 

204  Traveling  expenses  between  N.  Y.  and  Boston 

offices  of  Stone  &  Webster _ 

205  Miscel.  traveling  and  other  expenses  apparently 

not  applicable  to  project _ _ _ 

206  F.  P.  C.  annual  charges  for  1932 . 

207  Interest  for  claimed  construction  period . 

208  Interest  earned  on  const,  funds  for  claimed 

const,  period  . , . 

209  Stone  &  Webster  Eng.  Corp.  6J4%  construc¬ 

tion  fee  . . . 

210  Stone  &  Webster  Service  Corp.  management 

fees  . . . ' 


Total  Suspensions . 

Claimed  Project  Costs  Recommended  by 
Staff  for  Approval 

Hydro  plant — Prelicense  _ _ _ 

— Postlicensc  _ 

Transmission  line . ■ . 


SUMMARY 

Hydro  plant — Prelicense  . . 

“  _  “  — Postlicense  _ 

Transmission  line — Postliccnse.. 
Grand  Total  _ _ 


$  24.9S7.07 

30.53S.06 
28.174.33 
10.701.82 

$  24.9S7.07 

7,682.28 

$ 

30,538.06  $30,538.06 
28.174.33 

3,019.54 

$  28.174.33 
3.019.54 

23,957.11 

9,129.55 

14,827.56 

14,827.56 

23,384.44 

16,812.26 

6.572.18 

6,572.18 

S  141.742.83 

$  5S.611.16 

$ 

83.131.67 

$  28,079.34 

$  28,079.34* 

22.267.84 

22,267.8 4 

87.354.79 

6,333.91 

73.091.3S# 

6,333.91* 

$ 

14,263.41 

14.263.41 

7,660.68 

7,660.68 

7,660.68 

50,045.76 

47,846.62 

2,199.14 

2,199.14 

5S5.00 

585.00 

283.70 

283.70 

283.70 

751.29 

751.29 

751.29 

364.10 

2.216.93 

1,004.50 

1,141.93 

1,004.50 

364.10 

1,075.00 

364.10 

1,075.00 

1,668.00 

1,668.00 

4.830.14 

4,146.81 

683.33 

683.33 

1,922.49 

1,454.88 

467.61 

467.61 

(22.416.98) 
35.422.82 
83.885.77 
1,662.363.69 
(3.804.90) 
663,328.64 1 

43.600.00  J 
73.049.64 

(11,672.94) 

20,114.76 

53,218.91 

1,122,564.25 

367,216.38 

36.662.40 

(10,744.04) 

15,308.06 

30.666.S6 

539.799.44 

(3,804.90) 

339,712.26 

36,387.24 

(10.744.04) 

15,308.06 

30.666.86 

539,799.44 

(3,804.90) 

339,712.26 

36,387.24 

$  2.750.797.15 

$  1,775.723.97 

$_ 

975.073.18 

$  746.45 

$ 

746.45 

$(801.60) 

1,548.05 

12.044.48 

$  11,888.46 

156.02 

156.02 

19.85 

19.85 

19.85 

66.41 

66.41 

66.41 

6.51 

95.00 

153,832.20 

55.42 

104,564.84 

6.51 

39.58 

49,267.36 

6.51 

39.58 

49,267.36 

(409.68) 

(409.68) 

(409.68) 

68.900.33 

43,505.07 

25,395.26 

25,39526 

5.303.29 

3.966.62 

1.336.67 

1,336.67 

$  240.604.84 

$  163.980.41 

$ 

76.624.43 

$  3,133.144.82 

$  1,998.315.54 

$  1,134.829.28  $30,538.06 

$(801.60) 

$1,105,092.82 

$  220.013.86 
11,442.442.19 
1.108.913.70 

$  220,013.86 
11,442.442.19 
1,108.913.70 

— 

$12,771,369.75 

$12,771,369.75 

— 

$  361.756.69 
14.193.239.34 
1.349,518.54 

$  27S, 625.02 
13,218,166.16 
1.2^2.894.11 

$ 

83,131.67 

975,073.18 

76.624.43 

$15,904,514.57 

$14,769,685.29 

$  1.134.829.28  $30,538.06 

$(801.60) 

$1,105,092.82 

*  Subject  to  adjustment  during  subsequent  periods. 

#  Applicable,  in  part,  to  Transmission  Line  (Susp.  202). 
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Appendix  B. 

BEFORE  THE 

FEDERAL  POWER  COMMISSION 


Proceeding  for  the 
determination  of  the| 
actual  legitimate  original 
cost  as  of  May  31, 193^. 


Petition  of  Puget  Sound  Power  &  Light  Company  for 
Rehearing  and  Reargument  Upon  and  Reconsideration 
and  Modification  of  the  Order  of  the  Commission,  Dated 
July  28,  1942,  Determining  Actual  Legitimate  Cost  of 
Rock  Island  Project,  No.  943,  and  Prescribing  Account¬ 
ing  Therefor. 

Puget  Sound  Power  &  Light  Company  (hereinafter 
called  the  Petitioner),  a  corporation  organized  under  the 
laws  of  the  Commonwealth  of  Massachusetts,  having  its 
office  and  principal  place  of  business  at  860  Stuart  Building, 
Seattle,  in  the  State  of  Washington,  hereby  makes  applica¬ 
tion  and  files  its  petition  under  Sections  30S(b)  and  313(a) 
of  the  Federal  Power  Act  and  Sections  1.1S0  to  1.184,  inclii- 
sive,  of  the  Rules  of  Practice  and  Regulations  of  the 
Federal  Power  Commission  (hereinafter  called  the  Com¬ 
mission),  for  rehearing  and  reargument  upon  and  recon¬ 
sideration  and  modification  of  the  Commission’s  Order 
dated  July  28,  1942  (hereinafter  called  the  Order)  deter¬ 
mining  the  actual  legitimate  original  cost  of  Project  No.  943, 
Puget  Sound  Power  &  Light  Company,  Licensee,  as  of  May 
31,&1933  (hereinafter  called  the  Project),  and  prescribing 
the  accounting  therefor,  and  alleges : 

1.  Petitioner  is  aggrieved  by  said  Order,  dated  July  28, 
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2.  The  matters  which  Petitioner  alleges  have  been  erro¬ 
neously  decided  by  the  Commission  and  the  errors  which 
are  hereby  complained  of  in  connection  with  the  said  Order 
of  the  Commission,  dated  July  28, 1942,  and  Opinion  No.  78 
of  the  Commission,  dated  July  28,  1942,  referred  to  in  said 
Order  and  made  a  part  thereof  by  reference  (said  Opinion 
being  hereinafter  called  the  Opinion),  include  the  following: 

(a)  It  is  erroneously  found  and  determined  in  sub¬ 
division  (1)  of  the  Order  that  the  actual  legitimate 
original  cost,  as  of  May  1,  1933,  of  the  Project  was 
$14,769,6S5.29,  instead  of  such  amount  as  may  be  prop¬ 
erly  redetermined  and  computed  as  such  original  cost 
on  the  basis  of  the  modification  of  the  Order  and  Opin¬ 
ion  in  the  respects  hereinafter  specified. 

(b)  It  is  erroneously  found  and  determined  in  sub¬ 
division  (2)  of  the  Order  that  the  amounts  aggregating 
$1,134,S29.2S  referred  to  in  said  subdivision  (2)  do  not 
constitute  part  of  the  actual  legitimate  original  cost  of 
the  Project  as  of  May  31, 1933,  and  such  amounts  were 
erroneously  disallowed  by  said  subdivision  (2)  as  part 
of  such  actual  legitimate  original  cost,  and  the  amounts 
so  determined  and  disallowed  should  be  only  such 
amounts  as  may  be  redetermined  after  recomputation 
on  the  basis  of  a  proper  modification  of  the  Order  and 
Opinion  in  the  respects  hereinafter  specified. 

(c)  It  is  erroneously  ordered  in  subdivision  (A)  of 
the  Order  that  Petitioner  establish  and  maintain  con¬ 
trol  accounts  with  reference  to  the  Project  showing  a 
total  debit  balance  in  its  Fixed  Capital  Accounts  begin¬ 
ning  with  an  entry  of  $14,769,685.29  as  the  actual  legiti¬ 
mate  original  cost  of  the  Project  as  of  May  31,  1933, 
instead  of  such  amount  as  may  be  properly  fixed  as  such 
original  cost  as  determined  after  reconsideration  and 
proper  modification  of  the  Order  in  the  respects  herein¬ 
after  specified. 

(d)  It  is  erroneously  ordered  in  subdivision  (E)  of 
said  Order  that  the  Petitioner  remove  from  the  Proj¬ 
ect’s  accounts  and  transfer  to  Account  271,  Earned 
Surplus,  the  amounts,  totaling  $1,105,092.82,  listed  in 
Column  (8)  under  the  heading  of  “Earned  Surplus”  in 
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the  tabulation  attached  to  said  Order  as  “ Exhibit  A,” 
(i)  said  amount  being  in  error  as  to  such  of  said  items 
as  are  hereinafter  indicated  and  to  the  extent  herein¬ 
after  indicated ;  and  (ii)  said  subdivision  (E)  being  also 
erroneous  in  so  far  as  it  directs  the  Petitioner  to  trans¬ 
fer  such  amounts  to  Account  271,  Earned  Surplus, 
instead  of  directing  that  Petitioner  transfer  the  same 
at  its  option  either  to  said  Account  271,  Earned  Sur¬ 
plus,  or  to  Account  270,  Capital  Surplus, 
i  (e)  It  is  erroneously  ordered  in  subdivision  (F)  of 
said  Order  that  all  accounts  now  carried  in  Petitioner’s 
assets  accounts  as  part  of  the  original  charges  to  the 
cost  of  the  Project  up  to  and  including  May  31,  1933 
and  not  otherwise  disposed  of  by  this  Order,  and  which 
do  not  represent  the  cost  of  some  physical  property 
other  than  this  Project,  shall  be  transferred  from  the 
accounts  in  which  included  and  the  net  amount  thereof 
charged  to  Account  271,  Earned  Surplus,  such  Order 
being  erroneous  as  to  the  items  and  to  the  extent  here¬ 
inafter  indicated. 

3. |  The  grounds  and  matters  relied  upon  by  the  Peti¬ 
tioner  as  a  basis  for  rehearing  and  reargument  upon,  and 
reconsideration  and  modification  of  said  Order,  dated  July 
28,  1942,  include  the  following: 

(a)  The  Commission’s  determination  as  set  forth  in 
its  Opinion,  dated  July  28,  1942,  that  with  due 
diligence  the  Project  could  have  been  made  available 
for  the  use  intended  at  least  by  July  31,  1932,  and  the 
action  of  the  Commission  in  fixing  said  date  as  the 
end  of  the  construction  period  for  the  Project,  are 
erroneous,  arbitrary,  and  unreasonable  in  that  the 
same  are  not  supported  by  any  substantial  evidence 
in  this  proceeding,  and  in  that  there  is  no  substantial 
evidence  in  this  proceeding  to  support  a  finding  and 
determination  that  the  construction  period  ended  at 
any  time  prior  to  J anuary  21,  1933,  or  at  the  earliest, 
November  15,  1932. 

i  (b)  The  disallowance  by  the  Commission,  on  the 
basis  of  its  aforesaid  determination  that  the  construe- 
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tion  period  for  the  Project  terminated  on  July  31, 1932, 
to  the  extent  below  indicated,  of  the  following  items 
claimed  by  Petitioner  to  be  part  of  the  actual  legitimate 
original  cost  of  the  Project,  and  the  allowance  of  such 
items  only  in  the  amounts  below  indicated,  namely: 
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was  erroneous,  arbitrary,  and  unreasonable  and  not  sup¬ 
ported  by  any  substantial  evidence,  and  said  items  should 
be  allowed  on  the  basis  of  a  proper  determination  of  the 
construction  period  for  the  Project  in  accordance  with  the 
evidence  in  this  proceeding. 

(c)  The  Commission’s  determination  and  Order 
allowing  only  to  the  extent  of  $11,672.94,  instead  of 
$22,416.98,  Suspension  116  (Credit  for  Power  Produced 
during  Construction),  and  in  allowing  Suspension  No. 
117  (Cost  of  Power  Produced  During  Construction) 
only  to  the  extent  of  $20,114.76,  instead  of  $35,422.S2, 
are  erroneous,  arbitrary,  and  unreasonable  in  that  such 
action  is  based  upon  the  Commission’s  determination 
that  the  construction  period  ended  July  31, 1932,  which 
determination,  as  above  set  forth,  is  not  supported  by 
any  substantial  evidence,  and  said  items  should  be 
allowed  on  the  basis  of  a  proper  determination  of  the 
construction  period  for  the  Project  in  accordance  with 
the  evidence  in  this  proceeding: 

,  (d)  The  Commission’s  determination  that  the  items 
of  overhead  expense  of  Stone  &  Webster  Engineering 
Corporation,  referred  to  in  the  Commission’s  Opinion 
under  the  headings  “Contingent  Salaries,”  amounting 
to  $1,502,347.15,  “Investigation  Expenses,”  amounting 
to  $1,104,720.20,  “Other  New  Business  Expenses,”  con¬ 
sisting  of  $49,616.77  of  executives'  salaries,  $466,149.63 
of  advertising  expense,  and  $30,625.11  paid  for 
publicity,  “Miscellaneous  Items,”  including  $5,535.76 
entertainment  expense,  $5S, 401.60  traveling  expense, 
$5,000  annual  retainer  paid  to  the  Massachusetts  Insti¬ 
tute  of  Technology,  $54,293.44  recorded  as  Beneficial 
Payments  and  items  amounting  to  $49,S67.01  classified 
as  Employees’  Welfare,  as  well  as  $2,000  paid  under  a 
guaranty,  and  $7,035.17  of  miscellaneous  franchise 
and  other  taxes  and  fees,  do  not  represent  necessary 
and  proper  overhead  costs  to  be  taken  into  account  in 
calculating  the  cost  to  said  Stone  &  Webster  Engineer¬ 
ing  Corporation  of  the  services  rendered  by  it  to 
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Petitioner  in  connection  with  the  Project,  is  erroneous, 
arbitrary,  capricious,  and  unreasonable  in  that  the 
same  is  not  supported  by  any  substantial  evidence  in 
this  proceeding. 

(e)  Accordingly,  the  Commission’s  findings  and 
Order  are  erroneous  and  not  supported  by  the  evidence 
in  allowing  the  amount  of  Suspension  Xo.  5  (Stone  & 
Webster  Engineering  Corporation  100%  Overhead  on 
Certain  Salaries,  Pre-License)  in  the  sum  of  only 
$9,129.55  instead  of  $15,467.13  as  finally  claimed  by  Peti¬ 
tioner,  in  allowing  the  amount  of  Suspensions  Xos.  121 
(Stone  &  Webster  Engineering  Corporation,  6^4%  Con¬ 
struction  Fee,  Hydro  Plant)  and  122  (Stone  &  Webster 
Engineering  Corporation,  Fixed  Fees)  in  the  aggre¬ 
gate  amount  of  $367,216.3S  instead  of  the  amount  of 
$545,905.80  as  finally  claimed  by  Petitioner,  and  in 
allowing  the  amount  of  Suspension  209  (Stone  & 
Webster  Engineering  Corporation,  6%%  Construction 
Fee,  Transmission  Line)  in  the  amount  of  only 
$43,505.07  instead  of  $62,312.17,  as  finally  claimed  by 
Petitioner. 

(f)  The  Commission’s  determination  that  there 
should  be  eliminated,  in  determining  the  cost  to  Stone 
&  Webster  Service  Corporation  and  Stone  &  Webster, 
Inc.  of  certain  services  rendered  by  them  in  connection 
with  the  Project,  to  Licensee,  expenses  recorded  as 
advertising,  investigation,  entertainment,  beneficial 
payments,  employees’  welfare,  travel  and  publicity, 
totaling  $191,770.04,  is  erroneous,  arbitrary,  capricious, 
and  unreasonable,  in  that  the  same  is  not  supported  by 
any  substantial  evidence  in  this  proceeding. 

(g)  Accordingly,  the  Commission’s  findings  and 
Order  are  erroneous,  arbitrary,  capricious  and  unrea¬ 
sonable  and  not  supported  by  the  evidence  in  the  pro¬ 
ceeding,  in  so  far  as  they  allow  the  amount  of  Suspen¬ 
sion  Xo.  6  (Stone  &  Webster,  Inc.,  Management  Fees, 
Pre-License)  to  the  extent  only  of  $16,S12.26  instead  of 
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$17,477.45  as  finally  claimed  by  Petitioner,  in  that  they 
allow  the  amount  of  Suspension  Xo.  123  (Stone  & 
Webster  Service  Corporation  Fees,  Post-License)  in 
the  amount  of  only  $30,602.40  instead  of  $37, SOI. 20  as 
finally  claimed  by  Petitioner,  and  in  allowing  the 
amount  of  Suspension  Xo.  210  (Stone  &  Webster 
*  Service  Corporation  Fees,  Transmission  Line)  in  the 
amount  of  only  $3,900.02  instead  of  $14,123.S0,  as  finally 
claimed  bv  Petitioner. 

(li)  The  Commission’s  Order  (Subdivision  E)  is 
erroneous  in  directing  that  the  amounts  listed  in  Col¬ 
umn  S  of  the  tabulation  attached  to  said  Order  as 
Exhibit  A  be  removed  from  the  Project’s  accounts  and 
be  transferred  to  Account  271,  Earned  Surplus,  instead 
of  permitting  Petitioner  at  its  option  to  transfer  all 
or  any  part  of  said  amounts,  as  the  same  may  appear 
after  the  correction  of  the  Commission's  Order  in  other 
respects  as  hereinabove  specified,  to  Account  270, 
Capital  Surplus,  for  the  following  reasons  : 

By  Articles  of  Amendment  filed  in  the  Office  of  the 
Secretary  of  the  Commonwealth  of  Massachusetts 
on  December  19,  1936  and  effective  on  said  date, 
which  amendment  was  approved  by  the  Directors  of 
Petitioner  on  Xovember  2,  1936  and  by  the  stock¬ 
holders  of  Petitioner  on  Xovember  9,  1936,  the 
amount  of  the  common  capital  stock  of  Petitioner 
was  reduced  by  $1S,959,700,  from  $32,959,700  to 
$14,000,000  (a)  by  a  transfer  on  the  books  of  Peti¬ 
tioner  from  Common  Stock  without  par  value  to 
Capital  Surplus  of  the  sum  of  $10, S05, 995.22,  and 
(b)  by  adopting  as  a  reduction  of  capital,  transfers 
theretofore  ordered  by  the  Board  of  Directors  of 
Petitioner,  crediting  investments  and  charging 
against  Common  Stock  without  par  value  the  sum  of 
$8,153,704.78.  The  reduction  of  capital  effected  by 
this  amendment  was  made  and  the  capital  surplus 
thereby  created  was  established,  for  the  purposes, 
among  others,  of  creating  a  capital  surplus  against 
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which  might  be  made  charges  which  might  become 
necessary  in  the  future  and  to  take  care  of  prior 
losses  suffered  on  a  subsidiary  company’s  securities. 
Thereafter,  in  1939  but  as  of  November  30,  1936, 
Petitioner  charged  Earned  Surplus  with  the  sum  of 
$9,301,000,  which  was  credited  to  Account  258.2, 
Reserve  for  Loss  in  Investments,  and  with  the  sum 
of  $514,326.47,  which  was  credited  to  Account  100.6, 
Electric  Plant  in  Process  of  Reclassification,  thereby 
creating  a  deficit  of  $3,899,687.05  in  Account  271, 
Earned  Surplus,  which  deficit  was  then  eliminated 
by  a  charge  of  like  amount  to  Account  270,  Capital 
Surplus.  As  a  result  of  the  foregoing  transactions, 
and  certain  adjustments  made  later  in  1939,  the 
amount  of  earned  surplus  now  appearing  on  the  books 
of  the  Company,  represents  solely  earned  surplus 
since  November  30,  1936.  The  entries  made  in  1939 
as  above  were  made  with  the  approval  of  the  Secu¬ 
rities  and  Exchange  Commission. 

Petitioner  contends  that  any  amounts  which  the 
Commission  may  properly  direct  to  be  removed  from 
the  Project’s  accounts  and  charged  to  surplus,  rep¬ 
resent  charges  applicable  to  a  period  prior  to  Novem¬ 
ber  30,  1936,  and  that  therefore  Petitioner,  in  view 
of  the  transactions  above  outlined,  may  properly 
charge  the  same  to  Account  270,  Capital  Surplus, 
rather  than  to  Account  271,  Earned  Surplus. 

4.  In  view  of  all  the  foregoing,  Petitioner  is  advised 
and  believes  that  the  Commission  should  reconsider  and 
modify  said  Order  of  July  28,  1942  on  the  basis  of  the  evi¬ 
dence  heretofore  adduced  in  this  proceeding,  in  the  respects 
hereinabove  specified  in  this  Petition ;  that  the  Commission 
should  set  a  date  for  a  reargument  in  respect  of  the  matters 
hereinabove  in  this  Petition  set  forth;  and  that  the  Com¬ 
mission  should  set  a  date  for  a  hearing  at  which  Petitioner 
and  the  Commission  may  present  such  evidence  as  they  may 
be  respectively  advised  bearing  upon  the  computation  and 
determination  of  the  amounts  to  be  allowed  in  respect  of  the 
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items  above  mentioned  in  clauses  (b)  and  (c)  of  paragraph 
3  of'  this  Petition  as  part  of  the  actual  legitimate  original 
cost  of  the  Project,  upon  the  basis  of  a  proper  redetermina¬ 
tion  of  the  date  of  termination  of  the  construction  period 
in  accordance  -with  the  evidence  in  this  proceeding,  and 
otherwise  in  accordance  with  said  Order  of  July  28,  1942; 
and  at  which  hearing  Petitioner  and  the  Commission  may 
present  evidence  as  to  the  accounting  adjustments' made  by 
Petitioner,  as  stated  in  clause  (h)  of  paragraph  3  of  this 
Petition,  and  as  to  the  propriety  of  charging  to  Account 
270,  Capital  Surplus,  amounts  which  the  Commission  may 
direct  to  be  removed  from  the  Project’s  accounts. 

Wherefore,  Petitioner  respectfully  prays: 

(1)  that  said  Order  of  July  28,  1942  be  reconsidered 
bv  the  Commission  on  the  basis  of  the  evidence  heretofore 

V 

adduced  in  this  proceeding,  and  modified  in  the  respects  in 
which  the  same  is  herein  above  alleged  to  be  erroneous,  par¬ 
ticularly  (a)  in  respect  of  the  determination  of  the  date  of 
the  termination  of  the  construction  period  for  the  Project, 
as  set  forth  in  paragraphs  3(a),  3(b),  and  3(c)  of  this  Peti¬ 
tion;  (b)  in  respect  of  the  determination  of  the  items  to  be 
included  in  determining  the  cost  to  Stone  &  Webster  Engi¬ 
neering  Corporation,  Stone  &  Webster  Service  Corporation, 
and  Stone  &  Webster,  Inc.  of  rendering  the  services  per¬ 
formed  by  them  for  Petitioner  in  connection  with  the  Proj¬ 
ect,  as  set  forth  in  paragraphs  3(d)  to  3(g),  inclusive,  of 
this  Petition;  and  (c),  so  as  to  provide  that  any  amounts 
which  the  Commission  may  finally  order  to  be  removed 
from  the  Project’s  accounts  may,  at  the  option  of  the  Peti¬ 
tioner,  be  charged  either  to  Account  270,  Capital  Surplus 
or  to  Account  271,  Earned  Surplus ; 

(2)  that  the  proceeding  be  reopened  for  the  purpose  of 
taking  further  evidence  as  aforesaid  as  to  the  accounts  to 
which  any  amounts  directed  by  the  Commission  to  be  re¬ 
moved  from  the  Project’s  accounts  should  be  charged;  and 
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(3)  that  a  date  be  set  forthwith  for  rehearing  and  re- 
argument  as  aforesaid  (with  notice  to  Petitioner  thereof) 
in  respect  of  said  matters. 

Puget  Sound  Power  &  Light  Company 

By  D.  C.  Barnes 

Vice  President, 
Petitioner. 

Mudge,  Stern,  Williams  &  Tucker 
Bv  William  E.  Tucker 

w 

a  member  of  said  firm. 

Attorneys  for  Petitioner,  Puget  Sound 
Power  &  Light  Company, 

Office  and  Post  Office  Address, 

20  Pine  Street, 

Borough  of  Manhattan, 

City  and  State  of  New  York. 
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State  of  New  York, 

County  of  New  York, 

Donald  C.  Barnes,  being  first  duly  sworn,  deposes  and 
says  that  be  is  a  Vice  President  of  Puget  Sound  Power  & 
Light  Company,  the  Petitioner  above  named;  that  he  has 
read  the  foregoing  petition  and  knows  the  contents  thereof 
and  that  the  same  are  true  to  the  best  of  his  knowledge  and 
belief. 

D.  C.  Barnes. 


Subscribed  and  sworn  to  before  me  1 
this  26th  day  of  August,  1942.  J 

Daniel  S.  Fury 
Daniel  S.  Fury 

Notary  Public,  "Westchester  County 
Certificates  filed  in  New  York  County 
Ni  Y.  Co.  Clk’s  No.  612,  Keg.  No.  4F-320 
Commission  expires  March  30,  1944 


[Notarial  Seal] 
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Appendix  C. 

UNITED  STATES  OF  AMERICA 
Federal  Power  Commission 

IXeland  Olds,  Chairman,  Claude  L. 
Commissioners  -{Draper,  John  W.  Scott  and  Clyde  L. 

[Seayey.  Basil  Manly  not  participating. 

September  26,  1942 


In  the  Matter  1 

of  ( 

>  Project  No.  943 

Puget  Sound  Power  &  Light  l 
Company  5 


Order  Denying  Rehearing  and  Amending  Former  Order. 

Upon  consideration  of  the  petition  for  rehearing  and 
memorandum  in  support  thereof,  filed  August  27,  1942,  by 
the  above  named  Licensee  for  Project  No.  943,  with  respect 
to  the  Commission’s  Opinion  No.  78  and  order  of  July  28, 
1942,  determining  the  actual  legitimate  original  cost  of  said 
project  and  prescribing  the  accounting  therefor,  and  the 
entire  record  in  these  proceedings;  and 
It  appearing  to  the  Commission  that : 

(a)  As  of  November  30,  1936,  the  Licensee  made 
certain  adjustments  which  included  a  $10,805,995.22 
reduction  of  its  common  stock  without  par  value,  and 
the  creation  of  capital  surplus  in  that  amount ; 

(b)  The  accounting  adjustments,  above  specified, 
constituted  an  accounting  reorganization  in  which  the 
Licensee’s  earned  surplus  was  eliminated; 

(c)  The  disallowed  amounts,  which  are  directed  to 
be  charged  to  earned  surplus  under  Paragraphs  (E) 
and  (F)  of  the  Commission’s  order  of  July  28,  1942, 
are  applicable  to  the  period  prior  to  the  effective  date 
of  the  accounting  reorganization,  above  specified; 
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The  Commission  finds  that: 

It  is  necessary  and  appropriate  under  the  circum- 
;  stances  here  presented  that  Paragraphs  (E)  and  (F) 
of  the  Commission’s  order  of  July  2S,  1942,  be  amended 
as  hereinafter  provided;  and 

The  Commission  orders  that: 

(A)  Paragraph  (E)  of  the  Commission’s  order  of 
i  July  28,  1942,  be  and  it  hereby  is  amended  to  read  as 

follows : 

“(E)  The  Licensee  remove  from  this  project’s 
accounts  and  transfer  to  Account  270,  Capital  Sur¬ 
plus,  the  amounts,  totalling  $1,105,092.82,  listed  in 
Column  (S)  under  the  heading  “Earned  Surplus” 
in  said  tabulation;” 

(B)  Paragraph  (F)  of  the  Commission’s  order  of 
i  July  28,  1942,  be  and  it  hereby  is  amended  to  read  as 

follow : 

“(F)  All  amounts  now  carried  in  Licensee’s  asset 
accounts  as  part  of  the  original  charges  to  the  cost 
of  this  project  up  to  and  including  May  31, 1933,  and 
not  otherwise  disposed  of  by  this  order,  and  which 
do  not  represent  the  cost  of  some  physical  property 
other  than  this  project,  shall  be  transferred  from 
such  accounts,  both  control  and  subsidiary,  in  which 
included,  and  the  net  amount  thereof  charged  to 
Account  270,  Capital  Surplus,  pursuant  to  and  in 
accordance  with  the  applicable  provisions  of  said 
Uniform  System  of  Accounts;” 

(C)  The  petition  for  rehearing  filed  on  August  27, 
1942,  be  and  the  same  hereby  is  denied : 

(D)  "Within  60  days  of  service  of  this  order,  Licen¬ 
see  comply  with  the  Commission’s  order  to  July  28, 
1942,  as  amended,  and  execute  and  submit  to  the  Com¬ 
mission  FPC  Form  Xo.  76  showing  such  compliance. 


Bv  the  Commission. 

w 


Leon  M.  Fuquay, 
Secretary. 
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Appendix  D. 

Petitioner’s  Computation  of  the  Item  of  Interest  During 
Construction  Alone  Based  on  Various 
Stated  Assumptions. 

In  computing  the  item  of  interest  during  construction 
the  Commission  used  a  simple  interest  rate  of  6%  for  each 
month  during  the  period  computed  upon  one-half  of  that 
month’s  Project  cost  (exclusive  of  interest),  plus  the  accu¬ 
mulated  net  total  of  Project  cost  (exclusive  of  interest)  for 
previous  months.  (See  Opinion  of  July  28, 1942).  The  Peti¬ 
tioner  does  not  now  complain  of  the  6%  simple  interest  rate 
nor  of  the  method  followed  by  the  Commission  in  making  the 
computation.  The  Petitioner  does,  however,  complain  of 
the  determination  by  the  Commission  that  July  31,  1932 
should  be  taken  as  the  date  of  termination  of  the  construc¬ 
tion  period,  alleging  that  the  termination  date  should  be 
January  21,  1933  or,  in  the  alternative,  not  earlier  than 
November  15,  1932.  The  Petitioner’s  computation  of  the 
item  of  interest  during  construction  alone  based  on  the 
below  stated  assumptions  (showing  in  each  case  the  differ¬ 
ence  between  Petitioner’s  computation  of  interest  during 
construction  and  the  amount  of  that  item  allowed  by  the 
Commission)  and  using  6%  simple  interest  and  the  method 
followed  by  the  Commission,  is  as  follows : 

Computation  No.  I. 

Petitioner's  computation  of  interest  during  construc¬ 
tion  alone  on  the  assumptions  (a)  that  the  proper 
date  of  termination  of  construction  was  January 
21,  1933,  and  (b)  that  all  disallowances  in  Project 
cost  by  the  Commission  (other  than  those  directly 


affected  by  the  construction  period)  are  proper 
except  the  disallowances  complained  of  in  para¬ 
graphs  15  and  16  of  the  Petition,  is .  $1,642,9S0.23 

Interest  during  construction  alone  allowed  by  the 
Commission  using  July  31,  1932  as  the  date  of 
termination  of  construction,  was .  1,234,S11.37 

Difference  .  $  408,16S.86 
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Computation  No.  II. 

Petitioner’s  computation  of  interest  during  construc¬ 
tion  alone  on  the  assumptions  (a)  that  the  prior 
date  of  termination  of  construction  was  January 
21, 1933,  and  (b)  that  all  disallowances  in  Project 
cost  by  the  Commission  (other  than  those  directly 
affected  by  the  construction  period)  are  proper,  is 

Interest  during  construction  alone  allowed  bv  the 
Commission  using  July  31,  1932  as  the  date  of 
termination  of  construction,  was . 

Difference  . . 


Computation  No.  III. 

Petitioner’s  computation  of  interest  during  construc¬ 
tion  alone  on  the  assumptions  (a)  that  the  proper 
date  of  termination  of  construction  was  November 
15, 1932,  and  (b)  that  all  disallowances  in  Project 
cost  by  the  Commission  (other  than  those  directly 
affected  by  the  construction  period)  are  proper 
except  the  disallowances  complained  of  in  para¬ 
graphs  15  and  16  of  the  Petition,  is . 

Interest  during  construction  alone  allowed  by  the 
Commission  using  July  31,  1932  as  the  date  of 
termination  of  construction,  was . 

Difference  . 


Computation  No.  IV. 

Petitioner’s  computation  of  interest  during  construc¬ 
tion  alone  on  the  assumptions  (a)  that  the  proper 
date  of  termination  of  construction  was  November 
15,  1932,  and  (b)  that  all  disallowances  in  Project 
cost  by  the  Commission  (other  than  those  directly 
affected  by  the  construction  period)  are  proper,  is 

Interest  during  construction  alone  allowed  by  the 
Commission  using  July  31,  1932  as  the  date  of 
termination  of  construction,  was . 

Difference  . . . 


$1,618,753.88 

1.234,811.37 
$  3S3, 942.51 


$1,494,004.55 

1.234.811.37 
$  259,193.18 

$1,472,013.53 

1.234.811.37 
$  237,202.16 
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[R.  p.  1] 

BEFORE  THE 

FEDERAL  POWER  COMMISSION. 


In  the  Matter 


of 


Puget  Sound  Power  &  Light 
Company. 


943. 

Washington. 


Washington,  D.  C. 

Wednesday,  March  15,  1939. 

The  above-entitled  matter  came  on  for  hearing,  pursu¬ 
ant  to  notice,  in  Hearing  Room,  1757  K  Street,  X.  W.,  Wash¬ 
ington,  D.  C.  at  10  o  ’clock  a.m. 

Before: 

E.  B.  Marsh,  Examiner. 

Appearances : 

Charles  M.  Goetz,  Esquire,  and  Charles  V.  Shannon, 
Esquire,  and  Francis  R.  Bell,  Esquire,  Counsel 
for  the  Commission. 

William  E.  Tucker,  Esquire,  and  Charles  D.  G. 
Breckinridge,  Esquire,  Counsel  for  the  Licensee. 

#  •  *  *  * 
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(Arthur  R.  Safeblade,  Com.,  Direct.) 

[R.  p.  10]  ARTHUR  R.  SAFEBLADE 

a  witness  called  for  and  on  belialf  of  the  Commission,  hav¬ 
ing  been  first  duly  sworn,  was  thereupon  examined  and  tes¬ 
tified  as  follows: 

[R.  p.  11]  Direct  Examination  by  Mr.  Goetz: 

Q.  Mr.  Safeblade,  will  you  please  state  your  name,  occu¬ 
pation  and  qualifications  as  an  expert  cost  accountant?  A. 
Arthur  R.  Safeblade,  chief  examiner  of  accounts  of  the  San 
Francisco  regional  office  of  the  Federal  Power  Commission. 
I  have  been  a  senior  and  supervising  accountant  for  the 
past  nineteen  years.  For  the  past  nine  years  and  three 
months  I  have  been  with  the  Federal  Power  Commission  as 
a  senior  and  supervising  accountant  in  connection  with  the 
determination  of  costs  of  license  projects  under  the  require¬ 
ments  of  the  Federal  Power  Act,  and  the  Commission’s 
rules  and  decisions  thereunder.  Prior  to  that  time  I  was  for 
six  years  with  the  War  Department  in  connection  with  the 
auditing  of  costs  of  articles  of  warfare  manufactured  during 
the  past  war.  In  1923  I  was  director  of  contract  audits  for 
the  War  Department  here  in  Washington.  Shortly  there¬ 
after  I  took  over  the  supervision  of  the  audits  of  large  cost 
plus  contracts  in  the  Middle  West,  at  the  large  manufactur¬ 
ing  centers  such  as  Chicago,  Detroit  and  Cleveland.  In  this 
work  I  had  a  crew — at  Chicago  I  had  about  fifteen  men 
under  me:  at  Washington  an  office  force  of  about  one  hun¬ 
dred  people.  [R.  p.  12]  This  work  concerned  the  determina¬ 
tion  of  costs,  particularly  of  large  cost  plus  contracts  accord¬ 
ing  to  the  War  Department’s  definitions  of  cost  as  contained 
in  wartime  contracts.  My  experience  also  includes  approxi¬ 
mately  two  years  with  the  Department  of  Agriculture  in  the 
audit  of  the  accounts  of  stockyard  companies,  two  years  as 
a  senior  accountant  with  a  large  firm  of  independent  ac¬ 
countants.  Prior  to  that  I  was  for  approximately  seven 
years  in  the  accounting  departments  of  various  commercial 
establishments.  That  is  all. 
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(Eugene  Logan,  Com.,  Direct.) 

Mr.  Tucker:  I  have  no  questions  on  the  matter  of  quali¬ 
fications.  I  admit  Mr.  Safeblade’s  qualifications. 

•  •  •  •  • 


[E.  p.  16]  EUGENE  LOGAX 

a  witness  called  for  and  on  behalf  of  the  Commission,  hav¬ 
ing  been  first  duly  sworn,  was  thereupon  examined  and 
testified  as  follows: 

Direct  Examination  by  Mr.  Goetz: 

Q.  Your  name  is  Eugene  Logan?  A.  Yes. 

Q.  What  is  your  occupation?  A.  Civil  Engineer,  at 
present  engaged  as  Senior  Hydroelectric  Engineer  with 
the  Federal  Power  Commission. 

Q.  Will  you  state  your  qualifications?  A.  After  com¬ 
pleting  four  years  of  collegiate  work  in  Civil  Engineering 
in  Washington  State  College  in  .June,  1908,  I  entered  the 
employ  of  the  Washington  Water  Power  Company  at  Spo¬ 
kane,  Washington.  I  was  successively  employed  as  level- 
man,  transitman,  chief  of  party,  and  locating  engineer.  At 
the  time  of  my  resignation  in  June,  19*26,  I  held  the  title 
of  Civil  Engineer,  one  of  three  principal  assistants  of  the 
chief  engineer.  Immediately  after  resigning  from  the 
Washington  Water  Power  Company  I  opened  an  office  as 
consulting  engineer  in  [R.  p.  17]  Spokane  and  later  a  branch 
office  in  Seattle.  My  professional  work  for  the  period 
July  1,  1926  to  February  1,  1934,  consisted  of  hydroelectric 
investigations  and  reports  covering  plans,  specifications, 
valuations  and  appraisals.  An  appointment  in  the  United 
States  Forest  Service  as  Senior  Hydroelectric  Engineer 
was  received  in  February,  1934.  I  was  assigned  to  the 
Regional  Office  at  San  Francisco  and  remained  in  that  office 
until  transferred  to  the  Federal  Power  Commission  in  July, 
1936.  My  work  with  the  Commission  has  been  along  simi¬ 
lar  lines,  including  several  reports  and  analyses  of  costs 
claimed  by  licensees  as  actual  legitimate  original  costs  of 
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(Eugene  Logan,  Com.,  Direct,  Cont’d.) 

projects  under  the  Federal  Power  Act.  My  experience, 
therefore,  may  be  summarized  as  consisting  of  thirty  years 
of  civil  engineering  work  in  connection  with  the  develop¬ 
ment  of  hydroelectric  power. 

Q.  Will  you  outline  some  of  the  principal  work  upon 

which  you  have  been  engaged  as  an  engineer?  A.  My 

experience  in  engineering  from  190S  to  1915  may  be  classed 

almost  exclusivelv  to  field  survevs  in  connection  with  a 

•  • 

hydroelectric  utility,  estimated  as  follows: 

5  years  in  transmission  and  distribution  line  location 
and  construction;  [R.  p.  18]  1  year  to  reservoir  and  power 
siteisurveys:  and  2  years  to  street  and  interurban  railway 
engineering.  The  period  1915  to  1921  was  devoted  almost 
exclusively  to  hydraulic  engineering  problems,  both  in  the 
field  and  office.  Ycrv  little  new  construction  was  under- 
taken  by  the  utility  for  which  I  worked  during  this  period. 
However,  I  spent  about  nine  months  in  1918  and  1919 
supervising  the  installation  of  a  22,500  horsepower  unit 
with  connecting  penstocks,  gates,  accessories,  etc.  This 
construction  required  the  expenditure  of  about  $600,000,  the 
work  being  done  by  company  forces.  The  period  1921 
to  1926,  as  Civil  Engineer  of  the  Washington  Water  Power 
Company,  was  one  of  rapid  expansion  and  extensive  con¬ 
struction.  Much  of  my  time  was  devoted  to  supervising 
the  work  of  twenty  to  thirty  engineering  assistants.  Since 
all  engineering  and  construction  work  at  that  time  was 
done  by  company  forces,  much  time  was  given  to  the  com¬ 
pilation  and  analysis  of  data  on  the  construction  and  opera¬ 
tion  of  several  million  dollars  worth  of  work.  Numerous 
inspection  trips  to  work  in  progress  and  to  projected  work 
wer£  frequently  made  by  me  during  this  period. 

[R.  p.  19]  My  consulting  work  for  the  period  July,  1926  to 
February,  1934  was  devoted  to  hydroelectric  investigations 
and  reports.  The  period  February,  1934  to  July,  1936, 
while  in  the  employ  of  the  United  States  Forest  Service, 
was  devoted  largely  to  valuation  of  power  projects  held 
in  a  comprehensive  plan  of  development  of  the  resources 
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(Eugene  Logan ,  Com.,  Direct,  Cont’d.) 

(E.  F.  Anthony,  Licensee,  Direct.) 

of  the  national  forests  of  California  or  in  connection  with 
applications  made  to  the  Federal  Power  Commission.  My 
work  with  the  Federal  Power  Commission  since  July,  1936 
has  been  almost  exclusively  in  connection  with  the  prepara¬ 
tion  of  engineering  reports  on  claimed  cost  of  projects 
constructed  under  license,  either  in  the  actual  preparation 
of  these  reports  or  on  matters  pertaining  to  such  reports. 

Q.  What  experience  have  you  had  in  testing  out  and 
placing  generating  units  in  service?  A.  I  assisted  in  test¬ 
ing  out  and  placing  a  22,500  lip  unit  in  service  in  1919; 
a  similar  unit  in  1922;  a  10,000  lip  unit  in  1922;  and  two 
2,500  lip  units  in  1923.  I  was  present  in  an  official  capacity 
but  not  as  a  participant  in  several  other  installations 
extending  from  1915  to  1926. 

[R.  p.  20]  Q.  Then  you  are  acquainted  with  the  problems 
and  necessity  of  such  tests  ?  A.  I  am. 

#  *  *  *  * 

[R.  p.  21]  Mr.  Goetz:  Do  you  desire  to  inquire  into  his 
qualifications  ? 

Mr.  Tucker:  I  admit  the  qualifications  of  the  witness. 

*  #  *  #  * 

[R.  p.  33]  H.  F.  ANTHONY 

was  called  as  a  witness  on  behalf  of  the  licensees,  and  hav¬ 
ing  been  first  duly  sworn,  was  examined  and  testified  as 
follows : 

Direct  Examination  by  Mr.  Tucker: 

Q.  Mr.  Anthony,  will  you  give  your  name  and  address, 
please  ?  A.  H.  F.  Anthony,  Seattle,  Washington. 

Q.  What  is  your  business?  A.  I  am  the  Northwest 
representative  of  Stone  &  Webster  Engineering  Corpora¬ 
tion  with  headquarters  at  707  Lloyd  Building,  Seattle, 
Washington. 

Q.  Are  you  an  engineer?  A.  I  am. 
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Q.  What  degree  do  you  hold?  A.  I  was  graduated  in 
Civil  Engineering  from  Iowa  State  College  in  1905. 

Q.  Will  you  please  review  briefly  your  experience?  A. 
For  one  summer  vacation  and  immediately  upon  gradua¬ 
tion,  I  was  employed  by  Clinton  Bridge  &  Iron  Works, 
Clinton,  Iowa,  on  detailing  of  liigliwav  bridges  and  other 
[R.  p.  34]  steel  structures.  In  January,  1906, 1  entered  the 
employ  of  Hugh  L.  Cooper,  Consulting  Engineer  of  60 
Wall  Street,  Xew  York,  and  remained  with  him  until  Janu¬ 
ary,  1914,  upon  completion  of  the  so-called  Keokuk  Hydro¬ 
electric  Development  of  the  Mississippi  River  Power 
Company.  During  these  years  my  experience  comprised 
both  office  and  field  work  on  the  following  hydro  projects: 

McCalls  Ferry  Power  Company  (now  Holt  wood) ; 

Feather  River  California  plant  of  the  Great  Western 
Power  Company,  Schaghticoke,  X.  Y. ; 

Hauser  Lake,  Montana,  and  many  proposed  develop¬ 
ments,  including  Priest  Rapids  on  the  Columbia  River. 

From  the  start  of  construction  plant  studies  in  Decem¬ 
ber,  1909,  until  completion  of  construction  on  January  1, 
1914,  I  served  as  Resident  Engineer  and  Assistant  Super¬ 
intendent  on  the  construction  of  the  Keokuk  Dam.  In 
April,  1914,  I  entered  the  dam  and  encroachment  division 
of  the  Water  Supply  Commission  of  Pennsylvania,  where 
I  remained  until  Xovember,  1916.  During  this  period  I 
was  engaged  on  reports  on  dams  and  other  stream  encroach¬ 
ments  within  the  State,  particularly  with  reference  to  the 
safety  of  existing  dams  and  the  restriction  of  flood  planes 
by  encroachments.  In  Xovember,  1916,  I  entered  the  em¬ 
ploy  of  Stone  &  [R.  p.  35]  Webster  Engineering  Corpora¬ 
tion,  with  whom  I  have  been  since  associated.  After  eight 
months  in  the  Hydraulic  Division  I  became  plant  engineer 
of  the  Hog  Island  Shipyard  of  the  American  International 
Shipbuilding  Corporation,  in  charge  of  all  field  engineering. 
Later  I  also  took  over  the  direction  of  ail  engineering,  both 
field  and  office.  From  May,  1919,  to  March,  1926,  I  was 
engaged  in  both  field  and  office,  as  Superintendent  of  Con- 
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struetion  on  Flat  Rock,  Michigan,  Hydroelectric  Plant  for 
Henry  Ford,  and  the  Steam  Plant  and  Manufacturing 
Building  of  the  V.  S.  Rubber  Comuanv  of  Detroit;  as 
engineer  in  charge  of  field  surveys  and  studies  in  connection 
with  a  report  on  proposed  power  developments  on  the 
Roanoke  River  in  North  Carolina;  engineering  in  connec¬ 
tion  with  construction  of  the  Green  Island  Hydro  Develop¬ 
ment  for  the  Ford  Motor  Company  on  the  Hudson  River 
at  Troy,  N.  Y.,  and  on  reports  on  hydro  developments  and 
miscellaneous  industrial  projects.  From  March,  1926,  to 
January,  1929,  I  served  as  Works  Engineer  on  the  Cono- 
wingo  development  of  the  Susquehanna  Power  Company. 
In  May,  1929, 1  started  plant  studies  for  the  Osage  develop¬ 
ment  serving  as  General  Superintendent  on  the  work 
[R.  p.  36]  until  November,  1930,  when  I  transferred  to 
Seattle  to  become  Project  Manager  of  the  Rock  Island 
Project,  in  which  capacity  I  served  until  the  plant  was 
turned  over  to  the  owner.  Since  that  time  I  have  remained 
in  Seattle  in  charge  of  new  business  and  engineering  and 
construction  operations  of  the  Stone  &  Webster  Engineer¬ 
ing  Corporation  in  the  Northwest. 

Mr.  Tucker:  Have  you  any  questions  on  qualifications? 

Mr.  Goetz:  No  questions. 

#  *  •  *  * 

[R.  p.  44]  Q.  Will  you  please  outline  the  general  scheme 
of  operations  worked  out  before  actual  construction  work 
started?  A.  The  careful  advance  scheduling  of  major  con¬ 
struction  operations  is  a  prerequisite  to  success  on  any 
project  of  magnitude,  and  this  was  particularly  true  of 
the  Rock  Island  Project.  This  development  was  not  only 
the  first  large  power  project  on  the  Columbia  River  and 
the  first  large  low  head  plant  in  the  west,  but  also  the  first 
attempt  to  cofferdam  this  great  stream.  The  regularity 
of  seasonal  variations  in  the  river  flow*,  with  consideration 
of  the  strategical  location  of  the  island  dividing  the  river 
into  tw’o  channels,  determined  to  a  great  extent  the  order 
in  w’hich  the  construction  work  should  be  advanced.  The 


54 


(H.  F.  Anthony ,  Licensee ,  Direct ,  Cont’d.) 

island  permitted  diversion  of  the  flow  to  the  west  channel 
while  operations  proceded  in  the  east  which  [R.  p.  45] 
was  of  the  greatest  importance  in  the  construction  program 
developed.  While  its  surface  was  above  normal  high  water 
in  the  river,  the  cost  of  constructing  cofferdams  to  such 
a  height  as  to  permit  work  to  proceed  in  either  channel 
during  more  than  a  single  season  would  have  been  pro¬ 
hibitive.  In  view  of  the  foregoing  and  also  the  then  appar¬ 
ent  need  of  the  owner  for  power  in  the  fall  of  1932, 
schedules  were  developed  showing  possible  completion  of 
the  project  by  August  1,  1932,  and  dividing  the  major 
structural  operations  into  two  stages,  namely:  1.  Comple¬ 
tion  above  high  water  influence  of  structures  in  the  East 
or  left  channel  during  the  low  water  season  in  the  winter 
of  1930-31.  2.  Diversion  of  the  river,  followed  by  com¬ 

pletion  of  structures  in  the  West  or  right  channel  during 
the  low  water  season  of  1931-32.  The  first  stage  appeared 
to  be  the  more  important  of  the  two  because  of  the  complex 
nature  of  the  power  station  structure,  requiring  difficult 
form  work  and  multiplicity  of  equipment  and  materials  to 
be  placed  as  concrete  work  progressed.  The  program  laid 
out  in  advance  of  operations  contemplated  placing  the  crib 
foundations  only,  across  a  deep  submerged  gorge,  in  the 
spring  of  1930  and  postponing  until  [R.  p.  46]  after  the 
flood  of  that  year  most  of  the  cofferdam  work  in  the  east 
channel.  As  the  river  ordinarily  rises  from  early  spring 
until  midsummer  and  then  recedes  slowly,  such  a  program 
would  have  required  cofferdam  operations  of  considerable 
speed  and  hazard,  followed  by  exceedingly  rapid  progress 
on  permanent  structures  in  order  to  insure  their  completion 
above  high  water  during  the  winter  of  1930-31.  The  con¬ 
ventional  type  of  cofferdam  comprising  continuous  timber, 
rockfilled  cribs,  with  sheeting  and  a  clay  seal  on  the  water 
faee^  was  decided  upon  as  the  most  stable  and  economical 
structure  for  this  site. 


*  #  *  * 
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[R.  p.  68]  Q.  What  progress  had  been  made  on  the  instal¬ 
lation  of  equipment  in  the  power  house?  A.  As  mentioned 
previously,  installation  of  the  main  and  service  units  started 
about  the  middle  of  April,  1931,  on  the  arrival  of  the  erec¬ 
tors  for  both  the  Allis  Chalmers  Company  and  General  Elec¬ 
tric  Company.  The  first  of  seven  [R.  p.  69]  pours  of  concrete 
around  the  draft  tube  liner  of  unit  1  was  made  on  May  6, 
1931,  following  its  assembly  with  the  discharge  rings.  Con¬ 
crete  of  the  transition  section  leading  from  the  floor  of  the 
scroll  case  to  the  upper  discharge  ring  was  placed  on  May 
17, 1931,  and  two  weeks  later  the  water  wheel  runner  of  this 
unit  was  set  on  jacks  supported  from  the  pit  liner.  The  sup¬ 
porting  beams  for  unit  1  were  set  in  the  wheel  pit  by  the 
generator  erector,  after  which  the  assembly  of  the  plate 
steel  spider  of  the  rotor  was  started.  The  stacking  of  the 
iron  required  several  weeks,  and  in  the  meantime  the  cover 
plate  of  the  waterwheel  was  placed  finally,  allowing  suffi¬ 
cient  floor  space  for  the  assembly  of  parts  of  unit  2  to 
proceed.  [R.  p.  70]  "While  work  on  the  generating  equip¬ 
ment  proceeded,  installation  of  electrical  items  and  of  the 
various  service  systems  in  the  station,  were  keeping  well 
up  to  schedule.  On  July  IS,  1931,  preliminary  voltage  tests 
on  both  the  rotor  and  stator  of  unit  1  were  made  by  the 
General  Electric  Company  erector  before  the  rotor  was 
installed.  Several  coils  failed,  were  replaced,  and  a  second 
preliminary  test  was  made  successfully.  While  the  results 
of  these  preliminary  tests  were  disturbing  at  the  time  they 
were  not  considered  indicative  of  the  succession  of  similar 
failures  to  follow.  The  original  shipping  schedule  for 
water  wheels  and  generators  called  for  shipment  of  units  3 
and  4  at  much  earlier  dates  than  they  possibly  could  be  used 
without  storage  at  the  site,  and  reconsideration  of  these 
schedules  was  given  in  April,  1931. 

It  was  recognized  that  the  machinery  would  have  to 
be  stored  out  in  the  weather,  unless  a  further  expenditure 
was  made  for  proper  housing,  in  a  climate  where  sand 
storms  are  prevalent  in  the  summer  and  extremely  cold  and 
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stormy  weather  may  be  experienced  in  the  winter.  Further¬ 
more,  it  was  recognized  that  the  most  important  operation 
in  the  fall  and  winter  of  1931-32  would  be  the  completion 
of  all  work  subject  to  river  hazard,  namely,  the  structures 
in  the  west  channel.  All  the  [R.  p.  71]  supervisory  force 
as  well  as  available  skilled  help  would  be  required  on  this 
work,  including  the  force  engaged  on  the  erection  of  water 
wheels.  With  the  uncertainties  inherent  in  such  work  in 
view,  it  seemed  best  to  defer  delivery  of  power  generating 
machinery  until  this  operation  was  finished  and  it  could  be 
taken  direct  to  the  power  station  as  received.  It  was  felt 
that  with  erection  starting  in  December,  1931  or  January, 
1932,  there  still  would  be  ample  time  to  complete  installa¬ 
tion  by  August  1, 1932.  Since  the  manufacture  of  the  equip¬ 
ment  was  then  well  along,  negotiations  were  started  with 
the  companies  to  have  the  parts  stored  at  the  plants  until 
required  on  the  work.  These  negotiations  resulted  in  defer¬ 
ment  of  shipping  dates  and  agreement  to  pay  the  handling 
and  storage  charges  involved. 

Early  in  August,  1931,  the  governor  oil  pressure  sys¬ 
tem,  the  electrical  installation  and  general  mechanical  items 
for  the  first  two  units  were  estimated  at  SO  per  cent  com¬ 
plete  and  assembly  of  the  principal  parts  of  both  the  water 
wheel  and  generator  of  unit  1  was  finished.  Also  progress 
was  maintained  on  erection  of  unit  2  and  the  various  auxil¬ 
iaries.  On  August  IS,  1931,  the  erector  for  the  General 
Electric  Company  made  a  preliminary  cold  high  potential 
[R.  p.  72]  test  of  the  stator  of  unit  2  to  the  full  test  voltage 
of  2S,600  volts  without  coil  failure.  The  various  moving 
parts  of  the  units  were  tried  out  so  far  as  possible  prior 
to  their  actual  operation.  About  September  15,  1931,  the 
runner  vane  regulating  mechanism  of  unit  1  was  operated 
for  the  first  time  and  it  was  found  that  the  vanes  could  not 
be  turned  through  their  entire  range,  requiring  certain  dis¬ 
mantling  operations.  A  little  later  when  operation  of  the 
governor  oil  pump  serving  units  1  and  2  was  started,  bear¬ 
ing  trouble  developed,  resulting  in  the  freezing  of  one  bear- 
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ing  and  the  breaking  of  a  coupling.  This  pump  was  replaced 
by  the  spare  equipment  and  returned  to  the  manufacturer 
for  repair.  On  October  2,  1931,  the  generator  erector 
reported  that  unit  1  was  completed  and  ready  to  turn  over 
when  head  conditions  would  permit.  After  a  thorough 
operation  run  of  the  oil  pressure  system,  water  was  admitted 
to  the  scroll  case  of  unit  1  on  October  8,  1931,  and  it  turned 
over  for  a  short  period.  On  the  following  day,  the  dryout 
run  was  started,  and  on  October  10,  1931,  the  contract  high 
potential  tests  were  made.  Three  coils  of  the  stator  failed, 
necessitating  removal  of  the  rotor,  replacement  of  dam¬ 
aged  coils,  reassembly  and  another  dryout  run.  [R.  p.  73] 
When  tests  were  resumed  on  October  22,  1931,  failure  of 
stator  coils  again  occurred  at  full  test  voltage,  and  this  time 
the  failed  coils  were  isolated  and  the  tests  continued,  result¬ 
ing  in  the  failure  of  a  total  of  19  coils.  While  the  work  of 
coil  replacement  on  unit  1  was  under  way,  after  removal 
of  the  rotor,  unit  2  was  operated  for  the  first  time  on  Octo¬ 
ber  12, 1931.  After  a  short  run,  the  thrust  bearing  tempera¬ 
ture  rose  suddenly  and  the  unit  was  shut  down.  Wiping 
of  the  bearing  had  occurred  and  it  was  necessary  to  remove 
and  send  the  bearing  to  Seattle  for  rebabbiting  and  resur¬ 
facing.  Conference  locally  with  the  General  Electric  Com¬ 
pany  engineers,  after  the  first  coil  failures,  developed  the 
fact  that  all  coils  had  been  successfully  tested  to  33,000 
volts  at  the  manufacturer  7s  works  before  shipment.  While 
considerable  concern  was  felt  by  the  owner  that  repeated 
high  potential  tests  might  permanently  damage  the  insu¬ 
lation,  there  seemed  to  be  no  alternative,  since  even  though 
complete  replacement  of  coils  were  made,  there  still  would 
be  no  assurance  that  similar  field  trouble  would  not  develop. 

The  district  engineer  for  the  manufacturer  agreed  that 
if  the  stator  of  unit  2  were  tested  at  a  voltage  reasonably 
higher  than  the  operating  voltage,  and  the  unit  [R.  p.  74] 
placed  in  preliminary  operation,  the  windings  could  thor¬ 
oughly  season  and  perhaps  safely  stand  the  contract  tests 
later.  This  suggestion  was  followed,  and  on  October  29, 
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1931^  after  unit  2  was  reassembled  and  again  operated  on 

dryout  run,  a  potential  test  of  the  stator  windings  to  17,500 

volts  was  completed  successfully  and  the  machine  placed 

in  preliminary  operation.  On  November  S,  1931,  the  third 

high  potential  test  of  the  stator  windings  of  unit  1  was 

made.  This  test  was  satisfactorv  but  failure  of  one  of  the 

% 

pole  pieces  of  the  rotor  necessitated  removal,  being  fol¬ 
lowed  bv  reassemblv  and  a  second  failure.  After  thor- 
oughlv  drving,  the  test  of  the  rotor  at  2,500  volts  was  com- 
pleted  on  November  19,  1931,  and  the  unit  placed  in 
preliminary  operation  on  November  22,  1931.  However, 
trouble  developed  from  a  hot  guide  bearing,  necessitating 
shutting  down  for  inspection  and  repairs,  so  that  opera¬ 
tion  was  not  resumed  until  November  28,  1931. 

Considerable  trouble  was  encountered  with  the  heating 
of  guide  bearings  of  both  units  throughout  this  period  and 
frequent  shut  downs  were  necessary  from  this  cause  as  well 
as  for  other  corrections  and  adjustments.  On  November 
2S,  1931,  an  inspection  of  the  water  wheel  runner  hub  and 
gear  case  of  unit  2  showed  that  [R.  p.  75]  nearly  all  the 
original  filling  of  oil  had  leaked  out.  After  consideration 
by  the  manufacturer,  he  recommended  a  heavy  grease  for 
this  service,  which  was  installed  and  the  unit  again  started 
operation  early  in  December.  Later  similar  procedure  was 
followed  on  Unit  1.  Erection  of  the  station  service  unit  was 
carried  on  while  the  work  on  the  main  units  was  under  way, 
with  operation  starting  on  October  14,  1931,  followed  by  a 
dryout  run  and  the  high  potential  tests.  Experiments  in 
taking  on  the  construction  load  were  made  beginning  on 
October  30, 1931,  but  trouble  developed,  and  it  was  not  until 
November  23.  1931,  that  this  load  finally  was  assumed. 
Throughout  the  preliminary  operation  period  from  the  time 
unit  1  was  turned  over  until  the  west  channel  dam  was  com¬ 
pleted  early  in  December,  1931,  the  head  available  for  the 
plant  was  that  created  by  the  upstream  cofferdam.  On 
January  17,  1932,  noisy  operation  of  the  service  unit  was 
noted  and  it  was  necessary  to  unwater  the  scroll  case  to 
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determine  the  cause.  It  was  found  that  one  of  the  bolts 
by  which  each  runner  vane  is  attached  to  the  hub,  was 
broken,  necessitating  that  a  new  set  be  shipped  from  the 
water  wheel  manufacturer’s  works.  As  dismantling  of  the 
unit  was  required,  the  generator  erector  was  requested  at 
this  time  to  make  [R.  p.  76]  adjustments  in  the  bearing 
springs  to  prevent  the  rubbing  of  the  rotor  rim  on  the  brake 
shoes,  a  condition  which  had  been  noted  under  certain  oper¬ 
ating  conditions.  This  unit  was  reassembled  and  again 
placed  in  operation  about  February  5,  1932,  but  a  similar 
failure  occurred  on  January  6,  1933,  which  resulted  in  the 
replacement  of  all  bolts  by  new  ones  made  of  a  special 
metal. 

At  the  start  of  the  Rock  Island  project,  there  was  every 
indication  that  the  owner  would  require  power  in  the  fall 
of  1932,  particularly  during  the  winter  peak  of  1932-33. 
Under  the  construction  schedule  adopted,  by  which  the  work 
on  principal  structures  should  be  completed  in  the  winter 
of  1931-32,  it  seemed  possible,  as  the  work  advanced,  to 
have  one  or  two  units  ready  to  furnish  some  energy  to  the 
owner's  system  during  the  test  period.  Discussions  were 
therefore  initiated,  eventually  leading  to  an  agreement  by 
letter  of  January  16,  1931,  that  the  owner  would  take  from 
Rock  Island  such  energy  as  he  could  use  during  the  period 
of  preliminary  operation  prior  to  the  then  scheduled  date 
of  completion  of  August  1,  1932,  crediting  the  project  with 
the  incremental  cost  of  producing  an  equivalent  amount  of 
energy  by  steam.  Estimates  made  at  this  time  indicated 
that  considerable  credit  might  result  from  such  an  arrange¬ 
ment,  and  every  [R.  p.  77]  effort  was  made  to  have  two 
units  in  preliminary  operation  as  early  as  possible  so  that 
the  maximum  credit  would  result.  By  the  time  the  units 
were  finally  placed  on  test  load  there  was  no  demand  for 
power  and  operation  was  confined  to  peak  hours  on  week 
days  during  the  winter  when  fuel  could  be  conserved  by 
operating  Shuffleton  Steam  Plant  only  as  a  spinning  reserve. 
As  the  situation  developed,  this  was  extremely  fortunate 
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in  view  of  the  unreliability  of  the  generating  equipment  as 
a  source  of  dependable  power  throughout  the  period  of  pre¬ 
liminary  operation.  After  the  1931-32  winter  peak  of  the 
owner’s  system  when  the  system  load  was  within  the  capac¬ 
ity  of  the  various  hydro  plants  west  of  the  mountains,  after 
deducting  the  Eastern  District  load  which  could  be  sup¬ 
plied  by  Washington  Water  Power  in  an  emergency,  the 
Pbck  Island  plant  was  operated  with  loads  from  1,000  to 
2,000  kw.  during  the  day  or  evening  peaks  for  standby  pro¬ 
tection  against  the  loss  of  generating  equipment  elsewhere. 
At  such  time  Shuffleton  Steam  Plant  was  not  operated. 

Q.  When  was  it  that  consideration  was  given  to  a  re¬ 
vision  of  the  contraction  program  ?  A.  About  the  time  that 
unit  1  was  ready  to  start  in  the  fall  of  1931,  advice  was 
received  from  the  owner  [R.  p.  78]  that  economic  conditions 
were  such  that  a  change  in  the  construction  program  might 
be  necessary,  even  to  the  extent  of  actually  discontinuing 
all  work  upon  completion  of  the  west  channel  cofferdams. 
Estimates  of  cash  requirements  were  made  on  several 
schemes  including  not  only  this  suggestion,  but  also  the 
indefinite  deferment  of  the  installation  of  units  3  and  4, 
and,  finally,  the  spreading  of  the  work  on  the  four  unit 
plant  over  a  longer  construction  period.  In  addition,  esti¬ 
mates  were  made  of  all  items  then  included  in  the  initial 
program  which  possibly  could  be  indefinitely  deferred.  The 
suggestion  to  stop  all  work  upon  completion  of  the  west 
channel  cofferdams  was  not  practical  because  an  indefinite 
postponement  might  result  in  complete  loss  of  these  struc¬ 
tures,  which  with  other  unavoidable  expenditures  involved 
in  closing  down  the  work,  might  run  to  a  large  amount.  The 
indefinite  postponement  of  the  installation  of  units  3  and  4 
would  not  result  in  a  material  reduction  in  cash  required, 
since  the  cost  of  the  equipment  and  the  expense  of  putting 
the  job  away  for  an  extended  period  would  have  to  be  met 
in  any  event.  After  careful  consideration  of  all  factors 
involved,  under  date  of  December  8,  1931,  the  owner  offi¬ 
cially  requested  reconsideration  of  the  construction  pro- 
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gram,  [R.  p.  79]  leading  to  the  adoption  of  one  which  would 
reduce  the  monthly  expenditures  to  a  minimum,  and  still 
result  in  orderly  and  economical  prosecution  of  the  remain¬ 
ing  work,  with  completion  late  in  1932.  Accordingly,  as 
soon  as  the  construction  schedule  could  be  reconsidered  and 
revised,  the  manufacturers  were  furnished  with  new  dates 
upon  which  erection  of  equipment  should  begin. 

Q.  Will  you  continue  with  your  description  of  the  con¬ 
struction  work?  A.  Decision  was  reached  to  defer  removal 
of  the  upstream  cofferdam  in  the  west  channel  until  late 
in  the  winter  in  view  of  heavy  snow  falls  experienced  in 
December,  1931,  and  the  consequent  hazard  involved  in 
such  operations.  Permission  of  the  IT.  S.  Engineers  had 
been  secured  earlier  to  remove  only  the  top  portion  of  both 
cofferdams,  materially  decreasing  the  extent  of  the  work 
required.  The  owner  had  proposed  to  postpone  indefinitely 
the  testing  of  the  main  unit  water  wheels,  but  after  several 
conferences  it  was  agreed  that  test  information  was  essen¬ 
tial  to  the  efficient  operation  of  the  plant.  The  matter  was 
finally  determined  in  favor  of  the  testing  program  so  that 
cofferdam  removal  became  necessary  at  once.  Although 
severe  winter  weather  set  in  about  this  time,  the  work  was 
started  immediately,  and  pushed  to  completion  [R.  p.  80] 
on  February  6,  1932.  Completion  of  cofferdam  removal 
marked  the  end  of  the  second  stage  of  construction,  with  all 
principal  structures  advanced  to  a  point  where  no  loss  or 
delay  could  occur  by  reason  of  river  hazard.  During  the 
latter  and  most  important  part  of  this  second  stage,  begin¬ 
ning  about  September  1, 1931,  the  force  had  increased  from 
400  to  about  1,050  in  the  latter  part  of  October  and  then 
dropped  gradually  to  about  100  early  in  January,  1932. 
The  force  was  increased  again  for  cofferdam  removal  and 
after  completing  this  work,  it  remained  fairly  constant 
around  the  latter  figures  throughout  the  remainder  of  the 
construction  period. 

Following  removal  of  cofferdams,  the  period  extending 
through  to  the  cessation  of  construction  operations  on  Janu- 
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ary  31, 1933,  was  devoted  to  completion  of  structural  details 
and  electrical  installation  in  the  power  station,  fabrication 
and!  installation  of  the  timber  stop  logs  for  the  future  unit 
headgate  openings,  removal  and  painting  of  crest  and  head 
gates,  permanent  yard  work  and  housing  provisions  for 
plant  operators,  changes  in  pump  installations  of  orchard- 
ists  throughout  the  lower  valley,  orchard  operation,  and 
many  other  miscellaneous  items.  Of  greater  importance, 
however,  were  the  tests.  [R.  p.  81]  adjustments  and  prelimi¬ 
nary  operation  of  the  two  units  already  installed,  and  the 
installation  of  units  3  and  4.  Following  our  usual  practice 
at  the  beginning  of  preliminary  operation,  the  owner  was 
given  the  opportunity  of  furnishing  the  small  crew  neces¬ 
sary  to  operate  the  units  when  on  test  or  when  supplying 
useful  power  to  his  system.  This  procedure  offers  the 
advantage  of  breaking  in  a  nucleus  for  the  permanent 
operating  force,  who  become  familiar  not  only  with  opera¬ 
tion  of  the  units  and  the  various  station  auxiliaries,  but 
also  with  the  actual  mechanical  and  electrical  installation. 
The  owner’s  representative  on  the  work,  who  later  became 
Superintendent  of  the  Kock  Island  Plant,  took  charge  of 
a  crew  so  organized  and  all  were  placed  on  the  construction 
payroll,  since  they  performed  services  which  would  other¬ 
wise  have  been  supplied  by  men  recruited  from  the  con¬ 
struction  organization.  Some  of  these  men  were  assigned 
to  construction  duties  whenever  the  units  were  inoperative, 
their  time  being  reported  in  the  usual  manner.  A  confer¬ 
ence  with  the  engineers  of  the  General  Electric  Company 
was  held  in  Boston  on  January  22,  1932,  to  consider  the 
various  troubles  experienced  with  the  Rock  Island  genera¬ 
tors,  following  earlier  correspondence.  The  manufacturer 
was  unable  to  account  for  the  large  number  of  coil  failures 
in  high  potential  tests,  [R.  p.  82]  particularly  after  the 
factory  tests  which  had  been  made  at  much  higher  voltages, 
but  they  felt  that  some  of  the  trouble  might  be  due  to  erec¬ 
tion  difficulties.  On  account  of  the  large  physical  size  of 
the  generator  parts,  there  were  no  facilities  at  the  shops 
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for  their  complete  assembly  in  advance  of  shipment,  with 

the  result  that  some  fitting  and  adjustment  of  parts  was 

necessarv  in  the  field  erection.  In  view  of  this  fact  and  in 
•> 

consideration  of  the  difficulties  experienced  on  units  1  and  2, 
the  manufacturer  proposed  furnishing  an  erector  for  units 
3  and  4  who  was  thoroughly  familiar  with  the  manufacture 
of  the  equipment,  together  with  experienced  winders  from 
the  factory.  It  was  suggested  that  no  further  tests  of  the 
windings  of  the  stator  of  unit  2  be  made  until  after  their 
erector  had  an  opportunity  to  make  a  thorough  inspection 
for  damage  to  the  insulation  of  the  coils,  and  that  no  further 
tests  on  this  generator  be  made  until  after  units  3  and  4 
were  delivered.  Owing  to  the  compact  arrangement  secured 
in  the  design  of  the  generating  room,  insufficient  floor  space 
was  available  for  the  assembly  of  more  than  one  unit  at  a 
time  after  units  1  and  2  were  in  place,  and  it  was  there¬ 
fore  decided  to  install  the  water  wheels  of  units  3  and  4 
before  the  generator  erection  started. 

[R.  p.  83]  Erection  of  the  water  wheel  of  unit  4  was  started 
on  February  5,  1932,  and  of  unit  3  on  February  26,  1932. 
At  times,  some  of  the  skilled  erection  force  were  required 
on  emergency  operations  in  connection  with  water  wheel 
testing  and  changes  and  adjustments  in  the  installation  of 
units  1  and  2,  so  that  the  erection  period  on  water  wheels 
was  materially  longer  than  on  the  first  units.  Erection  of 
generator  4  started  on  May  17,  1932,  and  of  generator  3 
early  in  July.  Meanwhile,  installation  of  piping  and  other 
electrical  work  proceeded,  and  unit  4  first  was  turned  over 
on  September  30,  1932,  with  headgate  cracked.  On  October 
3,  the  headgates  were  removed  and  the  unit  started,  but 
after  a  short  run  the  guide  bearing  overheated,  requiring 
its  removal  and  scraping.  Operation  of  unit  4  was  resumed 
on  October  10,  1932,  and  the  official  high  potential  tests  of 
both  the  stator  and  rotor  were  made  successfully  on  Octo¬ 
ber  14,  1932.  Again  trouble  with  the  guide  bearing  devel¬ 
oped  on  October  16,  1932,  and  after  removing  and  cleaning, 
this  unit  started  its  preliminary  operation  on  October  22, 
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with  load  carried  on  October  31,  1932.  Preliminary  cold 
high  potential  tests  of  the  stator  windings  on  unit  3  was 
made  on  October  14  and  October  28,  1932,  with  voltage  at 
30.000  volts,  both  tests  resulting  [R.  p.  84]  in  the  failure 
of  several  coils.  After  replacement,  another  preliminary 
test  was  made  on  November  7, 1932.  This  test  was  success¬ 
ful  and  assembly  was  resumed,  the  rotor  being  installed 
on  November  9,  1932. 

Unit  3  was  operated  first  on  November  30,  1932,  with 
the  official  high  potential  test  of  both  rotor  and  stator  fol¬ 
lowing  on  December  6,  1932.  Meanwhile,  on  November  18, 
a  high  potential  test  of  the  stator  of  unit  2  was  made,  result¬ 
ing  in  failure  of  several  coils.  Additional  coils  were 
required  from  Schenectady  before  the  next  test  on  Janu¬ 
ary  25,  1933,  when  further  failures  resulted.  The  final 
tesH  of  the  rotor  and  stator  were  made  successfully  on 
February  19,  1933,  with  test  load  starting  on  February  22, 
1933.  While  installation  of  units  3  and  4  was  under  way 
during  1932,  preliminary  operation  and  tests  of  units  1 
and  2  were  carried  on.  Unit  1  was  used  for  the  official  main 
unit  water  wheel  and  generator  tests,  although  the  service 
unit  also  was  tested.  The  tests  of  the  generator  were  made 
first,  being  completed  on  February  25,  1932,  followed  by 
tests  of  the  water  wheel  of  the  service  unit  shortly  there¬ 
after.  Those  of  the  main  unit  water  wheel  for  the  heads 
then  available  [R.  p.  85]  were  completed  about  the  middle 
of  March,  1932. 

Q.  Would  you  please  describe  the  difficulties  encountered 
in  the  preliminary  operation  of  units  1  and  2  beginning  after 
the  tests  of  water  wheels  and  generators  in  Februarv  1932  ? 

w  « 

A.  Throughout  the  period  of  preliminary  operation  up  to 
this  time  a  heavy  rumbling  noise  accompanied  by  a  jarring 
and  vibration  of  the  power  station  structure  had  been  noted 
wheii  either  main  unit  was  operating.  This  condition  was 
a  source  of  considerable  anxiety,  as  the  structural  vibra¬ 
tion*  if  continued,  might  become  of  serious  moment.  The 
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water  wheel  manufacturer  was  represented  at  the  contract 
tests  by  W.  M.  White,  Manager  of  the  Hydraulic  Division 
of  Allis  Chalmers  Company,  and  conferences  with  him 
developed  that  such  evidence  of  disturbance  in  the  water 
passages  had  been  experienced  only  once  before  on  wheels 
of  this  type,  and  that,  in  a  small  installation.  The  condition 
of  course,  was  not  discernible  at  the  time  of  the  tests  on 
the  model  of  the  units.  Mr.  White  suggested  the  construc¬ 
tion  of  a  physical  cone  in  the  draft  tube  as  a  positive  cure, 
but  as  this  was  a  matter  requiring  considerable  time  and 
additional  expense,  it  was  agreed  that  an  attempt  would 
be  made  to  find  another  solution. 

[R.  p.  86]  After  intensive  study  with  operation  at  various 
blade  pitches,  he  proposed  installing  a  series  of  vanes  on 
the  head  cover  extension,  and  on  March  17,  1932,  the  plac¬ 
ing  of  the  first  experimental  set  was  started.  These  re¬ 
sulted  in  improved  operation  but  not  to  the  extent  desired 
and  experimentation  was  continued.  After  several  more 
changes  in  the  size  and  shape  of  the  vortex  vanes,  results 
were  obtained  which  were  agreed  to  be  satisfactory  about 
April  14,  1932.  While  the  temporary  experimental  vanes 
resulted  in  some  loss  of  power  at  the  operating  heads 
then  available,  it  was  not  of  serious  moment.  It  was  agreed 
that  the  performance  of  the  wheels  at  these  heads  was 

satisfactory  and  that  the  manufacturer  would  furnish  cast 
* 

steel  vortex  vanes  for  installation  on  all  units  if  operating 
tests  under  a  net  head  of  20  feet  proved  satisfactory.  The 
results  of  the  tests  at  the  low  head  were  not  finallv  deter- 
mined  until  July  5, 1932,  since  they  could  not  be  made  until 
the  flood  stage  of  the  river  was  reached.  After  inspection 
of  the  vortex  vanes  on  July  29,  and  study  of  the  results 
obtained,  the  manufacturer  was  requested  on  August  17, 
1932,  to  proceed  with  the  fabrication  of  the  permanent 
vortex  vanes  for  all  four  units.  Those  for  unit  4  were 
installed  on  September  29,  and  [R.  p.  87]  tests  of  their 
effect  over  the  full  range  of  gate  and  blade  setting  were 
made  on  October  2S,  1932.  The  vanes  for  units  3,  2  and  1 
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respectively,  were  installed  on  November  11  and  December 
13,  1932,  and  on  January  4,  1933.  Upon  completion  of 
experimentation  with  vortex  vanes  study  of  the  governor 
operation  was  begun  by  Mr.  "White.  The  owners  felt  that 
the  governors  were  not  sufficiently  sensitive  and  suggested 
the  installation  of  ball  bearings  on  the  flvball  mechanism. 
There  also  was  insufficient  capacitv  in  the  gate  regulating 
mechanism  to  promptly  operate  the  wicket  gates  of  the 
wheels  in  response  to  load  changes  at  certain  blade  set¬ 
tings.  After  extensive  governor  tests,  it  was  finallv  agreed 
that  ball  bearings  would  be  installed  on  the  flvball  mech- 
anism  of  one  unit,  followed  by  operation  to  show  their 
effect,  before  decision  was  reached  as  to  installation  on  the 
other  three  units. 

On  the  question  of  insufficient  capacity  of  the  gate 
regelating  device,  two  solutions  were  presented:  (1)  To 
provide  larger  cylinders,  and  (2)  to  increase  the  governor 
system  oil  pressure  above  the  contract  pressure  of  175  lbs. 
per  sq.  in.  The  first  not  only  would  require  from  five  to 
six  months  for  design  and  construction  by  the  manufac¬ 
turer  but  [R.  p.  88]  would  cost  from  $$,000  to  $10,000  to 
install.  The  second  might  require  only  the  recalculation 
of  stresses  to  be  sure  that  all  parts  of  the  system  would 
withstand  the  higher  pressure  followed  by  certification  by 
the  insurance  carriers.  Both  our  engineers  and  the  manu¬ 
facturer  preferred  the  latter  solution  and  the  owner  agreed 
to  the  suggestion  on  May  6, 1932,  in  the  interest  of  economy 
to  the  project,  provided,  however,  that  the  manufacturer 
would  guarantee  to  furnish  larger  cylinders  in  the  future 
if  operation  at  the  higher  pressure  failed  to  secure  the 
desired  results.  On  May  2S,  1932,  a  letter  was  received 
from  the  manufacturer  enclosing  authorization  from  the 
Hartford  Steam  Boiler  Inspection  and  Insurance  Company 
to  raise  the  pressure  on  the  main  accumulator  tanks  of  the 
governor  oil  pressure  system.  Before  proceeding  to  raise 
the  pressure  about  200  pounds  it  was  felt  that  both  the 
service  unit  and  the  spare  governor  oil  pressure  tanks 
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should  be  covered  by  the  Insurance  Company ;  also  that  the 
mercoid  pressure  alarm  switches  should  be  replaced  or 
adjusted  so  as  to  be  operative  at  the  higher  pressure. 
Tests  of  the  switches  indicated  that  they  would  not  operate 
above  200  lbs.  pressure.  While  awaiting  certificate  from 
insurance  carriers  [R.  p.  89]  that  all  tanks  were  covered 
for  the  higher  pressure,  correspondence  with  the  Detroit 
Lubricator  Company  on  the  changes  in  switch  parts  re¬ 
sulted  in  their  furnishing  the  new  springs  necessary,  and 
on  July  12,  1932,  both  matters  were  satisfactorily  settled 
and  the  work  of  raising  the  oil  pressure  was  started. 

The  water  wheel  erector  had  received  advice  from  the 
factory  to  make  the  increase  in  pressure  in  increments  of 
not  more  than  5  pounds  per  week,  in  order  that  the  pump 
bearings  might  properly  wear  in.  When  a  pressure  of 
220  pounds  was  reached  on  August  29,  1932,  the  erector 
would  not  proceed  further  because  of  definite  instructions 
from  the  manufacturer  to  raise  the  pressure  only  to  that 
figure.  Negotiations  with  the  manufacturer  were  started 
at  once,  while  tests  at  220  pounds  pressure  were  continued. 
It  was  evident  from  operating  results  that  a  pressure 
higher  than  220  pounds  would  be  necessary,  particularly 
in  consideration  of  conditions  at  higher  heads  not  yet 
experienced,  as  well  as  the  pressure  range  of  the  unloader 
valves.  However,  it  developed  that  the  manufacturer  was 
reluctant  to  subject  the  equipment  to  a  pressure  nearly  40 
per  cent  above  the  contract  figure  and  desired  to  operate 
for  an  extended  period  at  the  pressure  already  reached, 
[R.  p.  90]  before  proceeding  to  a  higher  limit.  Permission 
to  raise  the  pressure  to  240  pounds  was  received  from  the 
manufacturer  early  in  November,  1932,  and  the  work  was 
resumed.  When  the  pressure  reached  225  pounds,  trouble 
developed  with  the  unloader  valves  which  control  the  pres¬ 
sure,  and  it  was  necessary  to  obtain  new  valve  springs 
from  the  factory.  On  December  12,  after  the  new  valve 
parts  had  been  received  and  were  being  adapted,  seizure 
occurred  in  the  outer  bearing  on  the  lower  shaft  of  the  oil 
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pump  serving  units  1  and  2.  This  was  the  third  failure 
of  the  bronze  pump  hearings  and  permission  was  at  once 
obtained  from  the  manufacturer  to  install  babitted  bearings 
on  all  pumps.  On  December  21,  1932,  operation  of  one 
pump  equipped  with  the  new  bearings  was  started,  under 
no  load,  in  order  to  properly  wear  them  in.  As  the  bear¬ 
ings  became  adjusted,  the  pressure  gradually  was  raised, 
and  on  December  21,  1932,  it  had  reached  226  pounds. 
Aftet*  the  new  valves  parts  were  installed,  the  pressure 
was  raised  as  rapidly  as  bearing  temperatures  would  per¬ 
mit  until  the  agreed  limit  of  240  pounds  was  reached  about 
the  middle  of  January,  1933.  New  bearings  were  installed 
in  the  other  two  pumps  as  soon  as  operating  results  were 
obtained  from  the  first  [R.  p.  91]  installation,  the  work 
being  finally  completed  in  February,  1933,  after  the  plant 
was  turned  over  to  the  owner. 

#  •  *  *  • 

[R.  p.  193]  C.  TV.  KELLOGG 

a  witness  called  for  and  on  behalf  of  the  Licensee,  having 
been  first  duly  sworn,  was  thereupon  examined  and  testified 
as  follows: 

Direct  Examination  by  Mr.  Tucker: 

Qualifications  of  C.  TV.  Kellogg. 

Q.  Please  state  your  name  and  address.  A.  Charles  TV. 
Kellogg,  90  Broad  Street,  Xew  York. 

Q.  Please  state  your  present  connection,  if  any,  with 
the  Puget  Sound  Power  &  Light  Co.  A.  I  am  a  member  of 
the  Board  of  Directors  and  a  vice-president,  having  been 
elected  to  the  Board  in  December,  1928,  and  having  been 
made  vice-president  February  5,  1930.  This  position  I 
have  held  ever  since,  except  for  the  period  between  Febru¬ 
ary  18,  1930  and  March  [R.  p.  194]  31,  1931,  during  which 
time  I  was  Chairman  of  the  Board  of  Directors. 
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Q.  The  Puget  Sound  Power  &  Light  Company  is  a  sub¬ 
sidiary  of  Engineers  Public  Service  Company,  is  it  not? 
A.  It  is. 

Q.  When  did  it  acquire  this  status?  A.  November, 
192S,  at  which  time  the  Engineers  Public  Service  Company 
acquired  over  90  per  cent  of  the  common  stock  of  the  Puget 
Sound  Power  &  Light  Company. 

Q.  Please  state  your  present  qualifications  for  testify¬ 
ing  in  the  matter  now  before  the  Federal  Power  Commis¬ 
sion.  A.  I  was  educated  at  the  Massachusetts  Institute  of 
Technology,  Boston,  receiving  the  degree  of  Bachelor  of 
Science  in  1902  and  Master  of  Science  in  1903  in  electrical 
engineering.  I  have  been  engaged  in  the  public  utility  busi¬ 
ness  continuously  since  1903,  my  experience  covering  prin¬ 
cipally  the  operation  and  management  of  utility  properties, 
but  also  their  financing,  design  and  construction.  With 
particular  reference  to  hydroelectric  construction  and 
operation,  I  was  manager  from  1914  to  1919  of  the  Missis¬ 
sippi  Biver  Power  Company  at  Keokuk,  Iowa,  a  property 
of  size  and  hydraulic  characteristics  quite  similar  to  the 
Bock  Island  development.  [R.  p.  195]  From  1923  to  1925 
I  was  in  charge  of  the  negotiations  leading  to  the  selection 
of  Stone  &  Webster,  with  whom  I  was  then  connected, 
being  awarded  the  contract  for  the  design  and  construction 
of  the  Conowingo  hydroelectric  project  on  the  Susquehanna 
Biver,  a  project  with  an  initial  investment  over  three  times 
as  great  as  the  Bock  Island  project  now  before  the  Com¬ 
mission.  With  respect  to  the  financing  of  public  utilities, 
my  experience  runs  back  to  1909  at  which  time  I  was  made 
manager  of  the  Texas  Securities  Department  of  Stone  & 
Webster,  Inc.,  a  position  which  I  held  for  three  years.  Sub¬ 
sequently,  during  the  years  1919  to  1925  I  had  charge  of  all 
of  the  local  sales  of  securities  by  various  companies  in  the 
Stone  &  Webster  group,  which  sold  preferred  stock  locally 
during  that  period.  As  president  of  Engineers  Public  Ser¬ 
vice  Company  after  1925  I  had  personal  charge  of  the 
finances  not  only  of  Engineers  Public  Service  Company 
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itself,  which  during  its  first  three  or  four  years  of  corporate 
life  raised  a  total  of  about  $100,000,000,  but  also  supervised 
the  senior  financing  of  all  of  its  subsidiary  companies,  which 
have  a  total  property  value  of  something  over  $300,000,000. 

Q.  What  other  relationship  have  you  had  with  the  Puget 
Sound  Power  &  Light  Company  than  that  which  you  have 
already  described?  [R.  p.  196]  A.  During  the  construction 
period  of  the  project,  covering  approximately  the  years 
1930,  ’31  and  ’32, 1  was  president  of  Engineers  Public  Ser¬ 
vice  Company,  a  holding  company  incorporated  in  Dela¬ 
ware,  the  parent  of  the  Puget  Sound  Power  &  Light  Com¬ 
pany.  From  May  1,  1931  throughout  the  balance  of  the 
construction  period,  I  was  president  of  Engineers  Public 
Service  Company,  Inc.,  a  Xew  York  corporation,  a  mutual 
service  company,  all  of  whose  stock  was  owned  by  operating 
subsidiaries  of  Engineers  Public  Service  Company,  the 
holding  company.  This  mutual  service  company  performed 
at  cost  various  supervisory  services  for  its  stock-holding 
members. 

Mr.  Tucker:  Do  you  wish  to  inquire  as  to  Mr.  Kellogg’s 
qualifications  ? 

Mr.  Goetz:  Xo,  sir. 

Construction  Period. 


Bv  Mr.  Tucker: 

Q.  What  was  the  date  of  issue  of  the  license  for  the 
Rock  Island  Project  Xo.  943?  A.  January  21,  1930. 

Q.  This  was  granted  originally  to  whom?  A.  Washing¬ 
ton  Electric  Company. 

Q.  That  was  a  wholly  owned  subsidiary  of  the  present 
Licensee,  Puget  Sound  Power  &  Light  Company?  [R.  p.  197] 
A.  It  was. 

Q.  Was  the  license  subsequently  transferred  to  the  pres¬ 
ent  Licensee,  Puget  Sound  Power  &  Light  Company,  and  if 
so,  when?  A.  It  was  so  transferred  on  June  30, 1931. 
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Q.  When  was  the  work  started  under  the  license?  A. 
Construction  of  temporary  facilities  and  assembly  of  ma¬ 
terial  began  on  January  17,  1930. 

Q.  How  much  time  was  allowed  in  the  license  for  the 
completion  of  construction?  A.  Three  years  from  the  date 
of  the  license,  that  is  completion  on  January  21,  1933. 

Q.  At  the  beginning  of  construction  when  was  it  ex¬ 
pected  that  the  work  would  be  completed?  A.  As  rapidly 
as  possible;  it  was  hoped  to  complete  the  work  by  August, 
1932. 

Q.  When  was  the  work  actually  completed?  A.  The 
work  was  substantially  completed  within  the  three  years 
allowed  in  the  license,  that  is  by  January  21,  1933,  but  for 
accounting  simplicity  (in  order  to  end  with  a  calendar 
month)  the  end  of  the  construction  period  was  fixed  as 
January  31,  1933. 

Q.  At  sometime  during  the  construction  period  for  some 
reason  it  was  decided  that  the  construction  program  should 
be  slowed  up  ?  [R.  p.  198]  A.  Yes. 

Q.  When  was  a  voluntary  delay  in  the  construction 
program  first  considered  by  the  Licensee?  A.  The  matter 
was  first  discussed  by  me  June  17,  1931. 

Q.  On  what  date  was  a  determination  finally  made  by 
the  Licensee  and  instructions  accordingly  given  to  the  con¬ 
tractor  to  delay  the  construction  program  ?  A.  December  1, 
1931. 

Q.  On  what  date  was  a  letter  written  to  the  contractor 
by  the  Licensee  advising  the  contractor  of  the  change  in 
the  program  ?  A.  December  8, 1931. 

Q.  Would  you  state  please  the  substance  of  that  letter? 
A.  The  letter  stated  in  substance  that  while  the  original 
requirement  for  power  supply  called  for  completion  of  the 
project  by  August  1, 1932,  that  due  to  depression  conditions 
in  business  and  in  the  Puget  Sound  area,  it  was  found  that 
the  output  of  the  Rock  Island  plant  would  not  be  needed 
in  August,  1932,  and  that  hence  the  contractor  was  requested 
to  restudy  his  construction  schedules  so  as  to  effect  what- 
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estimated  monthly  expenditures  so  as  to  complete  the  work 
not  later  than  January  1,  [R.  p.  199]  1933. 

Q.  "Will  you  please  give  the  reasons  which  led  to  this 
decision?  A.  In  order  to  answer  this  question,  it  is  neces¬ 
sary  to  sketch  briefly  the  events  which  led  up  to  the  building 
of  the  Rock  Island  plant  and  the  events  which  accompanied 
the  carrying  out  of  the  project.  For  the  purpose  of  dis¬ 
cussing  the  pre-Rock  Island  developments,  I  am  presenting 
at  this  time  a  chart  showing  the  generating  capacity  and 
peak  load  requirements  of  the  Licensee  from  1921  to  1933, 
both  inclusive. 

i  Q.  Did  you  supervise  the  preparation  of  this  chart  ?  A. 
Yes. 

Q.  Does  it  fairly  reflect  the  operating  records  of  the 
company?  A.  It  does. 

Q.  And  do  you  believe  it  to  be  accurate  ?  A.  I  do. 

Mr.  Tucker:  We  would  like  to  have  this  chart  marked 
for  identification. 

Examiner  Marsh:  It  will  be  marked  Licensee’s  Exhibit 
M. 

(The  document  referred  to  was  thereupon  marked  for 
identification  as  Licensee’s  Exhibit  M.) 

[R.  p.  200]  Q.  Will  you  continue  with  your  reasons  which 
led  to  the  decision  to  change  the  construction  program  ?  A. 
From  this  it  will  be  seen  that  from  1921  up  to  1926  the  peak 
load  requirements  had  been  growing  at  the  rate  of  about 
8,000  kw.  per  year.  After  1926  the  trend  of  growth  sud- 
denlv  changed  and  the  two  vears  1927  and  1928  showed 
gains  in  peak  load  of  18,000  kw.  per  annum — over  twice  as 
rapid  as  before.  In  October,  of  1928,  therefore,  a  steam  unit 
of  40,000  kw.  was  started  and  rushed  to  completion  by  Sep¬ 
tember,  1929.  In  1929  the  growth  in  peak  load  was  even 
more  rapid — 23,000  kw.  in  that  single  year — so  that  the 
construction  of  a  major  hydroelectric  project  appeared  to 
be  fully  justified  and  the  spring  and  summer  of  1929  found 
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feverish  activity  by  the  Puget  Sound  Power  &  Light  Com¬ 
pany  in  core  drilling,  back  water  surveys,  etc.  to  determine 
the  feasibility  of  the  Rock  Island  project  on  the  Columbia 
River  for  future  power  supply.  Every  effort  was  made  to 
expedite  the  granting  of  a  license,  which,  as  stated,  was 
finallv  issued  Januarv  21,  1930.  It  was  estimated  as  shown 
by  the  dotted  line  on  the  chart  that  by  1932  the  system 
peak  would  be  244,000  kilowatts,  73,000  kilowatts  more  than 
1928.  [R.  p.  201]  Since  a  major  hydro  plant  could  not  be 
completed  in  time  to  care  for  loads  to  be  expected  before 
its  completion,  something  had  to  be  done  in  the  meantime, 
so  a  second  40,000  kw.  steam  unit  was  started  in  February, 
1929  and  completed  in  1930.  Work  on  Rock  Island  was 
started,  therefore,  just  at  the  time  of  the  maximum  peak, 
reached  after  the  most  rapid  growth  in  the  Licensee’s 
history.  By  August,  of  1930,  3,400  men  were  engaged  on 
the  work  at  Rock  Island  including  both  the  transmission  and 
the  hydroelectric  portions  of  the  work.  At  this  point  I 
desire  to  present  a  second  chart  showing  not  only  condi¬ 
tions  of  power  consumption  but  also  other  pertinent  data. 

Mr.  Tucker:  I  would  like  to  ask  that  this  chart  be 
marked  for  identification  as  Licensee’s  Exhibit  X. 

Examiner  Marsh:  It  will  be  marked  Licensee’s  Ex¬ 
hibit  X. 

(The  document  referred  to  was  thereupon  marked  for 
identification  as  Licensee’s  Exhibit  X.) 

Mr.  Goetz:  I  would  like  to  ask  a  question  of  Mr.  Tucker 
at  this  point.  Have  these  two  charts  been  submitted  to 
the  Commission  on  some  previous  occasion  ? 

[R.  p.  202]  Mr.  Tucker:  I  don’t  think  so. 

The  Witness:  Xo. 

Mr.  Goetz:  Have  they  been  submitted  to  the  Army  Engi¬ 
neers  ? 

Mr.  Tucker :  I  don ’t  think  so.  They  were  just  prepared 
within  a  month  or  so. 

Mr.  Goetz:  Off  the  record. 

(Discussion  off  the  record.) 
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By  Mr.  Tucker: 

Q.  Please  state  the  nature  and  source  of  the  data  set 
forth  on  this  chart.  A.  The  chart  shows  by  years  from  1920 
through  1932  the  peak  load  and  energy  output  of  the 
Puget  Sound  Power  &  Light  Company,  these  figures  being 
shown  by  months  for  the  years  1930,  1931,  and  1932.  In 
addition  it  shows  the  general  business  index  of  the  United 
States  based  on  the  Federal  Reserve  Bank,  National  Busi¬ 
ness  Index  and  the  average  yield  on  utility  bonds  and 
preferred  stock  as  published  by  Moody's  Manual. 

Q.  Do  the  figures  with  respect  to  the  Lincensee  corre¬ 
spond  with  the  operating  records  of  that  company?  A. 
They  do. 

Q.  Was  this  chart  also  prepared  under  your  super¬ 
vision?  A.  It  was. 

[R.  p.  203]  Q.  Do  you  believe  it  to  be  correct?  A.  I  do  be¬ 
lieve  it  correctly  shows  the  data  which  it  purports  to  set 
forth. 

Q.  'Will  you  please  continue?  A.  There  had  of  course 
been  the  stock  market  crash  in  the  fall  of  1929,  but  many 
people  in  the  early  part  of  1930  believed  that  the  192*9 
market  break  was  merely  a  corrective  of  an  overbought 
condition  and  that  fundamentals  were  still  sound.  The 
annual  peak  loads  occur  usually  in  the  month  of  December, 
so  that  as  the  energy  output  of  the  Licensee  continued  to 
grow  until  October,  1930,  no  great  hesitancy  was  felt  about 
proceeding  with  Rock  Island  construction.  By  the  time 
the  records  for  December,  1930  had  shown  (for  the  first 
time  in  a  decade)  a  falling  off  in  energy  consumption,  the 
dam  and  power  house  construction  in  the  east  channel  of 
the  river  were  well  along  and  work  had  been  started  on 
the  cofferdams  in  the  west  channel,  in  order  to  permit 
closure  before  the  high  water  in  June,  1931,  and  expendi¬ 
tures  or  commitments  had  been  made  for  about  two-thirds 
of  the  ultimate  cost.  While,  therefore,  the  Federal  Reserve 
Index  of  business  activity  fell  sharply  through  1930  (from 
106  to  84),  other  conditions  were  not  alarming,  the  1930  peak 
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was  about  the  same  as  1929,  and  the  Federal  Government 
was  [R.  p.  204]  urging  industry  to  continue  construction  in 
order  to  maintain  employment  and  morale  on  the  claim 
that  the  depression  was  purely  psychological.  This  theory 
seemed  to  be  borne  out  by  the  rise  in  the  Federal  Reserve 
Bank  index  to  SS  by  April,  1931.  In  addition,  the  cost  of 
bond  money  dropped  off  in  the  spring  of  1931  and  on 
May  19,  1931  the  Licensee  sold  $16,000,000  of  4*4  per  cent 
bonds  at  a  price  showing  the  lowest  yield  in  the  company’s 
history.  The  Board  of  Directors  at  that  time  even  felt 
sufficientlv  confident  about  the  future  so  that  it  did  not 
even  try  (as  it  easily  could  have  done)  to  complete  the 
financing  of  Rock  Island  at  that  time.  From  that  point 
on,  however,  disintegration  of  the  economic  structure  all 
over  the  world  was  rapid  and  drastic.  From  April  to 
October  the  Federal  Reserve  Bank  index  dropped  from  88 
to  74  and  bond  yields  rose  from  4.85  per  cent  to  5.55  per 
cent.  It  is  illuminating  to  note  a  few  outstanding  events 
of  the  closing  months  of  1931  in  order  to  recreate  the 
picture  before  the  eyes  of  the  business  world  at  that  time. 
In  September,  1931  England  went  off  the  gold  standard, 
$2S0,000,000  in  gold  left  New  York  in  the  last  few  days 
of  the  month  and  the  yield  on  40  Baa  bonds  went  to  7.23 
per  cent  on  September  23. 

[R.  p.  205]  Mr.  Tucker:  May  I  interrupt  you  there,  Mr. 
Kellogg,  to  ask  why  you  used  ‘Baa”  bonds? 

The  Witness:  I  used  ‘Baa”  bonds  in  this  comparison  for 
the  reason  that  is  the  class  of  bonds  that  the  bonds  of  the 
Licensee  fall  into. 


Examiner  Marsh :  Is  that 
The  Witness :  Right. 


“Baa”  Moodv's  rating? 

*  o 


Bv  Mr.  Tucker: 

Q.  Will  you  continue  your  story,  please?  A.  In  Octo¬ 
ber  there  was  (to  quote  the  monthly  National  City  Bank 
Bulletin  of  that  time)  “an  eruption  of  fear  in  the  United 
States”.  The  Bulletin  stated  further  that  “the  last  days 
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of  September  and  the  first  days  of  October  undoubtedly 
will  go  down  in  history  as  marking  a  panic  stage  within 
the  depression.”  Gold  withdrawals  from  the  country 
amounted  to  $700,000,000  in  six  weeks,  2,200  banks  had 
suspended  in  the  twelve  months  then  ending  and  the  steel 
industry  was  operating  at  2$  per  cent  of  capacity.  In 
November  and  December  the  business  news  was  worse  and 
woj*se.  November  was  a  month  of  virtual  stagnation  in 
the  bond  market.  The  theory  of  “recovery  being  just 
around  the  corner”  was  definitely  shattered.  December 
was  a  period  of  anxiety  and  strain  for  the  American  busi¬ 
ness  man.  Japan  went  off  the  gold  standard  [R.  p.  206] 
and  life  insurance  companies  reported  increases  in  loans  to 
policy  holders.  Commenting  on  the  bond  market,  the 
National  City  Bank  Bulletin  of  the  time  said,  “For  a  short 
period  there  was  for  many  issues  practically  not  market 
at  all,  sales  in  amounts  normally  insignificant  caused 
severe  breaks.”  The  situation  faced  by  the  Licensee  w*as 
a  difficult  one.  It  found  the  1931  peak  demand  for  power 
as  shown  by  the  chart  about  40,000  kw.  below  the  estimated 
demand  for  that  year  upon  which  the  construction  of  the 
project  had  been  predicated,  so  that  Rock  Island  was  not 
needed  at  the  time  originally  expected.  It  saw  itself  entirely 
unable  to  raise  money  by  long-term  financing.  By  October 
1st  the  west  channel  had  been  unwatered  and  about  90  per 
cent  of  the  eventual  expenditures  on  the  hydro  plant  had 
been  either  spent  or  committed.  To  have  abandoned  the 
work  at  this  stage  would  have  meant  the  loss  of  millions 
of  dollars  of  work  which  would  have  been  destroved  bv 

*>  V 

subsequent  floods,  entirely  aside  from  the  bad  effect  on 
public  morale  and  employment  of  such  cessation.  The 
only  alternative  was  to  utilize  the  full  term  of  the  construc¬ 
tion  period  permitted  by  the  license,  in  order  to  postpone 
as  Jong  as  possible  heavy  charges  for  [R.  p.  207]  power 
not  needed  by  a  company  whose  earnings  were  being  rapidly 
whittled  down  by  the  depression.  The  decision  was  reached 
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on  December  1,  1931,  therefore,  to  effect  the  change  in 
construction  program  to  which  I  have  already  referred. 
The  extension  of  the  construction  period  would  have  the 
effect  of  increasing  the  cost  of  interest  and  other  charges 
which  depend  upon  the  length  of  the  construction  period, 
but  the  decision  was  based  on  sound  business  judgment  and 
the  forces  which  produced  it  were  just  as  compelling  as 
would  have  been  any  natural  catastrophe  like  a  flood  of 
unprecedented  size.  Subsequent  events  have  fully  justified 
the  soundness  of  the  decision  of  the  Licensee  to  change  the 
construction  program.  The  year  1931,  as  bad  as  it  was,  was 
but  a  curtain  raiser  for  the  later  disasters  that  befell  the 
country  and  the  company.  By  the  end  of  1932,  as  shown 
by  the  chart,  the  margin  between  actual  peak  load  and  the 
load  for  that  year  estimated  before  construction  started 
had  grown  to  6S,000  kilowatts,  thus  making  the  entire  Rock 
Island  plant  wholly  superfluous  for  capacity  purposes. 
Also,  the  operating  net  earnings  of  the  Licensee  were 
$930,000  less  than  they  had  been  for  1930,  with  the  prospect 
of  nearly  [R.  p.  208]  a  million  dollars  a  year  of  charges  for 
an  unneeded  plant  coming  on  to  its  shoulders  in  the  follow¬ 
ing  year.  In  addition,  the  Licensee  was  left  with  $3,227,000 
of  bank  loans,  contracted  to  complete  Bock  Island,  which 
it  was  not  then  able  and  has  not  since  been  able  to  fund 
from  the  sale  of  securities.  With  all  this  in  mind  I  appeared, 
representing  the  Licensee,  before  the  Federal  Power  Com¬ 
mission  on  December  13,  1932,  requesting  that,  due  to  the 
unprecedented  condition  faced  by  the  company,  it  be  allowed 
to  continue  to  charge  net  interest,  in  excess  of  the  value  of 
energy  utilized,  to  the  cost  of  the  Rock  Island  project 
through  the  year  1933. 

Q.  I  would  like  to  interrupt  you  to  ask  whether  your 
conference  was  with  the  Commission  staff  or  with  the  Com¬ 
mission  itself  ?  A.  The  conference  was  an  all-day  confer¬ 
ence  with  the  full  Commission. 

Q.  Will  you  continue?  A.  The  Commission  was  most 
sympathetic  but  felt  that  it  could  not  go  beyond  the  date 
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set  forth  in  the  license.  Xo  member  of  the  Commission, 
however,  at  any  time  made  any  objection  to  interest  con- 
tinning  to  be  charged  to  construction  through  January, 
1933.  I  believe  the  Licensee’s  record  on  the  Rock  Island 
[R.  p.  2G9]  project,  even  if  scrutinized  on  the  most  meticu¬ 
lous  month-to-montli  basis,  is  unimpeachable.  'With  the 
load  date  in  its  possession  in  1929,  which  I  have  shown, 
it  Would  have  been  derelict  in  its  duty  to  the  public  not  to 
have  gone  ahead  with  the  Rock  Island  project  and,  with  the 
conditions  it  faced  at  the  end  of  1931,  it  would  have  been 
recreant  to  its  stockholders  not  to  have  changed  its  con¬ 
struction  program  with  a  view  to  utilizing  to  the  full  the 
time  provisions  of  its  license  from  the  Government.  We 
contend  that  the  completion  date  having  been  within  that 
permitted  in  the  license  and  having  been  based  on  sound 
business  judgment,  costs  based  thereon  are  a  legitimate 
cost  as  the  word  is  used  in  the  Federal  Power  Act. 

Q.  What  reason  did  the  Engineer  for  the  Commission 
give  in  his  report  for  recommending  June  1,  1932  as  the 
date  of  completion?  A.  He  said  (p.  34,  Yol.  Ill)  that  a 
“three-year  construction  period  under  ordinary  circum¬ 
stances  would  have  been  considered  exceptionally  good  for 
the  type  of  job  undertaken.  Nevertheless,  the  date  of  June 
1,  1932  proposed  by  the  District  Engineer  represents  rea¬ 
sonably  well  the  actual  date  of  completion  of  the  hydro 
plant.” 

iQ.  Had  the  District  Engineer  recommended  June  1, 
1932,  as  the  completion  date  for  the  project?  [R.  p.  210] 
A.  Xo.  His  recommendation  included,  among  other  things, 
as  stated  by  the  Engineer  for  the  Commission  on  page  33  of 
his  report,  that  June  1,  1932  be  used  as  the  operative  date 
for  one-half  of  the  power  plant  and  the  other  principal  pro¬ 
ject  works  and  that  January  1, 1933  be  used  as  the  operative 
date  for  the  remaining  one-half  of  the  power  plant.  He  also 
stated  that  it  was  his  opinion  that  the  job  could  have  been 
completed  at  least  six  months  earlier  than  it  was  actually 
completed. 
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Q.  It  is  the  Licensee’s  contention,  is  it  not,  Mr.  Kellogg, 
and  your  belief,  that  interest  during  construction  and 
other  items  which  are  suspended  solely  because  of  the 
difference  of  opinion  as  to  length  of  the  construction 
period,  should  be  allowed  for  a  construction  period  terminat¬ 
ing  on  January  21,  1933,  or  taken  for  convenience  of  ac¬ 
counting,  the  31st  of  January,  1933?  A.  It  is  and  the  Li¬ 
censee  was  frankly  amazed  when  a  lesser  period  than  the 
full  construction  period  allowed  by  the  license  was  sug¬ 
gested  by  the  staff  of  the  Commission  for  the  computation 
of  interest  during  construction  and  the  other  items  which 
were  suspended  on  account  of  the  length  of  the  construction 
period.  The  Rock  Island  plant  was  not  constructed  in  a 
vacuum.  It  was  constructed  while  overwhelming  economic 
[R.  p.  211]  forces  of  the  most  serious  depression  the  world 
has  ever  known  were  bearing  down  upon  the  Licensee  and 
this  project.  To  say  now  that  these  forces  are  to  be  ignored 
and  the  cost  of  this  project  determined  as  though  they  did 
not  exist  is,  it  seems  to  the  Licensee  and  to  me,  to  find  a  cost 
of  this  project  which  has  no  relation  to  realities  of  almost 
catastrophic  proportions.  At  times  during  the  progress  of 
this  work,  serious  consideration  was  frequently  given  to  a 
total  cessation  of  the  operations  because  the  Licensee  in  the 
first  place  seriously  doubted  its  ability  to  finance  the  re¬ 
quired  payments  as  they  became  due,  and  even  resorted  to 
the  expedient  in  some  instances  of  paying  for  water  wheels 
and  generators  with  its  notes  and  was  forced  to  incur  dis¬ 
proportionate  bank  debt  to  pay  current  construction  bills 
at  a  time  when  the  Licensee  did  not  know  and  could  not 
know  whether  the  depression  was  going  to  be  so  severe  that 
it  might  never  be  able  to  pay  the  obligations  given  or  the 
bank  debt.  As  I  have  pointed  out,  at  the  beginning  of  the 
construction  period  and  for  some  time  thereafter  the  Li¬ 
censee  appeared  to  need  the  output  of  this  huge  new  plant 
in  order  properly  to  serve  the  public.  Yet  in  the  very  midst 
of  the  construction  period  it  found  itself  with  an  leectrical 
load  which  was  diminishing  [R.  p.  212]  so  rapidly  that  it 
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had  no  use  for  the  power  which  the  plant  would  produce 
and  yet  saw  itself  saddled,  if  it  should  be  completed  within 
the  near  future,  with  staggering  additional  fixed  charges  of 
about  $900,000  per  year  to  exaggerate  the  drop  of  nearly  a 
million  dollars  in  net  earnings  below  where  they  were  when 
the  i  plant  was  projected.  Can  these  tremendous  forces  be 
ignored  in  determining  the  cost  of  this  plant  ?  The  Licensee 
is  firmlv  convinced  that  thev  cannot  and  that  the  verv  least 
that  it  ought  to  be  allowed  for  a  construction  period  under 
the  conditions  that  actually  existed  was  the  period  pre¬ 
scribed  by  the  license.  I  have  testified  that  so  overwhelmed 
was  the  Licensee  with  the  prospect  it  was  facing  toward  the 
end  of  this  construction  period  that  at  this  time  it  even 
came  to  this  Commission  and  asked  to  be  allowed  to  include 
in  cost  of  the  project  interest  for  construction  for  another 
year,  the  year  1933,  so  that  it  would  not  have  to  take  this 
tremendous  load  into  its  operating  charges.  At  that  time, 
as  I  have  previously  stated,  no  suggestion  was  made  by  this 
Commission  that  anything  less  than  a  construction  period 
allowed  by  the  license  should  be  considered,  and  the  only 
reason  then  given  by  the  Commission  for  not  allowing  the 
charging  of  net  interest  to  construction  through  1933  was 
that  they  did  not  feel  [R.  p.  213]  that  under  the  law  they 
could  properly  extend  the  construction  period  beyond  that 
provided  in  the  license.  It  is  difficult  I  admit  to  reconstruct 
a  picture  of  the  dark  days  which  faced  the  business  of  this 
country  at  that  time,  but  there  in  the  midst  of  them  when  I 
was  pleading  with  this  Commission  for  an  extension  of  this 
construction  period  beyond  the  period  provided  in  the  li¬ 
cense,  those  conditions  were  sufficientlv  vivid  in  mv  mind 
and  their  minds,  then,  so  that  no  such  suggestion  as  is  now 
contended  for  at  this  hearing,  was  then  made.  The  least  that 
should  be  allowed,  and  it  does  not  seem  to  the  Licensee  that 
there  should  have  been  any  necessity  for  arguing  about  it, 
is  the  full  construction  period  permitted  by  the  license  and 
that  the  cost  in  this  proceeding  should  be  determined  on 
that  basis.  This  means  not  only  that  interest  during  con- 
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struction  should  be  allowed  to  February  1,  1933  but  also 
that  all  of  the  other  charges  which  have  been  suspended  by 
the  examiners  on  the  theory  of  a  shorter  construction  period 
so  far  as  they  are  attacked  on  this  ground  should  also,  and 
without  question,  be  allowed  in  full. 

[R.  p.  214]  Mr.  Bell:  Mr.  Examiner,  I  would  like  to  call 
attention  to  a  perfectly  obvious  fact,  that  the  presentation 
of  the  witness,  certainly  the  last  part  of  it,  has  been  of 
a  highly  argumentative  nature,  and  in  order  to  avoid 
breaking  the  continuity  of  presentation  the  staff  has  re¬ 
frained  from  any  objection,  but  I  simply  want  to  call 
attention  to  that  fact  at  this  time  so  that  in  a  review 
of  this  record  that  fact  may  be  fully  appreciated  in  giving 
consideration  to  what  has  been,  as  I  conceive  it,  more 
largelv  an  argument  rather  than  a  statement  of  fact. 

Examiner  Marsh:  I  think  counsel  for  the  Commission 
is  entirely  correct.  The  statements  made  by  the  witness 
were  almost  entirely  argumentative,  and  could  only  be 
construed  as  his  opinion  and  certainly  couldn’t  be  con¬ 
sidered  as  evidence. 

Mr.  Tucker:  Did  I  understand  Your  Honor  to  say  that 
all  of  the  testimony  that  this  witness  gave - 

Examiner  Marsh:  Xo,  I  didn’t  sav  all  of  it. 

* 

Mr.  Tucker:  Will  you  please  read  the  statement  of  the 
Examiner  ? 

(Thereupon  the  following  statement  was  read  by  the 
reporter:) 

“I  think  counsel  for  the  Commission  is  entirelv  correct. 
The  statement  made  by  the  witness - ” 

Mr.  Tucker  (interposing):  “The  statements - ” 

Examiner  Marsh:  I  had  reference  to  the  same  state¬ 
ment  [R.  p.  215]  which  counsel  referred  to  in  his  remark. 

Mr.  Tucker:  Well,  I  think  this  man  is  qualified  as  an 
expert.  I  think  that  objection  is  a  matter  of  not  substance 
but  purely  of  form,  and  I  think  I  can  frame  a  hypthetical 
question  to  which  this  witness  will  say  exactly  the  same 
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thing,  and  that  I  will  be  entitled  as  a  matter  of  law  to 
have  him  answer  the  question,  and  if  there  is  any  sugges¬ 
tion  made  that  this  record  is  to  be  stricken  out  and  not 
considered  at  its  face  value,  I  would  like  to  reserve  the 
privilege  of  preparing  such  hypothetical  question  and  put¬ 
ting  it  to  this  witness. 

Examiner  Marsh:  I  don't  think  counsel  for  the  Com¬ 
mission  made  a  motion  to  strike  it  out.  Kis  thought  was, 
I  believe,  as  a  warning  to  the  witness  not  to  go  too  far  in 
such  expressions  of  opinion.  I  take  it  to  be  such,  anyway, 
and  that  is  the  opinion  of  the  Examiner. 

Mr.  Bell:  In  that  regard,  Mr.  Examiner,  I  would  simply 
like  to  call  attention  to  the  fact  that  where,  as  we  are  at 
present,  dealing  with  a  subject  that  is  so  extremely  techni¬ 
cal  that  it  is  almost  equally  extremely  difficult  to  draw  the 
line  between  when  there  is  an  expression  of  opinion  and 
when  under  bursts  of  enthusiasm  the  witness  may  con- 
sciouslv  or  unconsciouslv  get  over  on  to  the  argumentative 
side,  and  it  was  because  of  that  particular  situation  that 
I  interjected  as  I  did,  and  as  the  Examiner  has  properly 
[R.  p.  216]  construed  it,  with  the  hope  that  we  will  not  get 
into  that  particular  conjectural  realm  of  argument  in  the 
future. 

Mr.  Tucker:  Do  you  care  to  cross  examine  Mr.  Kellogg 
at  this  time? 

Examiner  Marsh :  I  understand  counsel  for  the  licensee 
intended  to  offer  these  last  two  exhibits  here? 

Mr.  Tucker:  Yes.  I  was  just  asking  if  they  wanted  to 
cross  examine  at  this  time.  I  haven’t  heard  a  response. 

Mr.  Goetz:  Mr.  Examiner,  we  would  like  to  have  a  little 
time  to  study  these  exhibits,  and  particularly  the  matter 
which  Mr.  Kellogg  has  referred  to,  that  is,  his  conference 
with  the  Commission  in  November  of  1932,  and  December 
of  1932,  and  for  that  reason  I  request  that  we  be  permitted 
to  reserve  our  cross  examination  of  this  witness  until  that 
time. 
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The  Witness:  May  T  suggest  that  was  December  13, 
1932?  There  was  nothing  in  November. 

Mr.  Tucker:  Have  you  any  objection  to  putting  in  the 
charts  as  an  exhibit? 

Mr.  Goetz:  No  objection. 

Mr.  Tucker:  I  move  that  the  charts  be  received  as  ex¬ 
hibits,  the  first  chart  as  Exhibit  M  and  the  second  one  as 
Exhibit  X. 

Examiner  Marsh:  The  charts  marked  for  identification 
as  Licensee’s  Exhibits  M  and  X  are  admitted  into  evidence. 

***** 

[R.  p.  217]  A.  P.  NEWBERRY 

was  called  as  a  witness  on  behalf  of  the  licensee,  and 
having  been  first  duly  sworn,  was  examined  and  testified 
as  follows: 

Direct  Examination  by  Mr.  Tucker: 

Construction  Period 

Q.  Will  you  give  your  name  and  present  address?  A. 
A.  P.  Newberry,  Wenatchee,  Washington. 

Q.  What  is  your  business,  Mr.  Newberry?  A.  I  am 
an  Electrical  Engineer  and  am,  at  present,  employed  as 
superintendent  of  the  Rock  Island  Project. 

Q.  What  degrees  do  you  hold  and  from  what  uni¬ 
versity?  A.  Bachelor  of  Science  in  Electrical  Engineering 
from  the  University  of  Washington. 

Q.  Will  you  please  give  us  a  brief  history  of  your  ex¬ 
perience?  A.  My  experience  in  electrical  work  started 
in  1910  when  I  was  first  employed  by  the  Seattle  Electric 
Co.,  later  to  become  part  of  the  Puget  Sound  Power  & 
Light  Co.,  [R.  p.  218]  as  a  meter  installer.  For  two  years 
I  worked  variously  as  a  meter  installer,  tester,  and  repair¬ 
man.  I  was  then  transferred  to  substation  operations 
where  I  worked  night  shift  while  attending  college  in  the 

davtime.  I  staved  in  substation  work  two  vears  until  1914 
•  •  * 
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when  I  was  transferred  to  the  Water  Power  Department 
as  a  doorman.  For  two  years,  then,  I  served  as  doorman 
antjl  switchboard  operator.  During  part  of  1916  and  1917, 
I  worked  on  both  electrical  and  mechanical  maintenance  at 
the  White  River  station.  From  1917  to  1920  I  was  Chief 
Operator  at  White  River  in  charge  of  both  electrical  and 
hydraulic  operations. 

Q.  Both  of  those  plants  are  part  of  the  system  of  the 
Puget  Sound  Power  &  Light  Company?  A.  Yes,  sir. 

Q.  Will  you  continue?  [R.  p.  219]  A.  For  nearly  dve 
vears.  beginning  in  1920.  T  was  maintenance  foreman  in 
charge  of  design,  construction  and  maintenance  of  all  prop¬ 
erty  outside  of  the  power  house  proper  including  roads, 
bridges,  dumes,  canals  tailraces,  river  protection,  and  so 
forth.  In  June  1925,  I  was  transferred  to  the  Baker  River 
project  then  under  construction  as  the  Power  Company’s 
local  representative  on  the  job.  As  equipment  installation 
was  completed,  I  was  in  charge  of  all  tests  and  preliminary 
operations  and  when  construction  was  completed  I  re¬ 
mained  at  the  plant  as  its  superintendent  until  March 
1929.  At  that  time  I  went  to  Columbus,  Georgia,  as  Super¬ 
intendent  of  Power  for  the  Columbus  Electric  and  Power 
Company  in  charge  of  all  generating  stations  and  trans¬ 
mission  substations.  In  August  1929  The  Columbus  Elec¬ 
tric  and  Power  Company  property  was  purchased  by  the 
Commonwealth  &  Southern  and  merged  with  the  Georgia 
Power  Company  and  I  was  transferred  to  Atlanta,  Georgia 
as  engineer  in  the  production  department  supervising  the 
operation  and  maintenance  of  all  hydro  stations.  On  May 
1,  1931  I  was  again  employed  by  the  Pudget  Sound  Power 
&  Light  Company  and  assigned  to  Rock  Island  as  their 
local  representative  at  the  project  works. 

Q.  What  is  your  present  occupation?  A.  Superintend¬ 
ent  in  charge  of  the  operation  and  maintenance  of  the  Rock 
Island  Plant. 

[R.  p.  220]  Q.  During  the  construction  of  the  Rock  Island 
project,  were  you  connected  with  it?  A.  Yes.  On  May  1, 
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1931,  I  arrived  at  Rock  Island  as  the  Power  Company’s 
local  representative  at  the  job  during  construction. 

Q.  How  long  did  you  act  as  the  licensee’s  local  repre¬ 
sentative  on  that  project?  A.  From  May  1, 1931  until  com¬ 
pletion  of  the  project  in  January,  1933  and  then  was  made 
Superintendent  of  the  Plant. 

Q.  "What  were  your  duties  as  local  representative  of  the 
licensee?  A.  To  watch  the  installation  of  all  equipment 
to  see  that  its  condition  would  be  suitable  for  satisfactorv 
operation.  To  work  with  the  contractor  on  field  details. 
To  keep  the  company’s  office  informed  as  to  technical  and 
construction  conditions  and  to  bring  to  their  attention  any 
such  conditions  and  problems  of  importance  needing  con¬ 
sideration. 

Q.  Have  you  acted  in  this  capacity  before?  If  so,  for 
whom  and  where?  A.  Yes.  I  functioned  in  the  same  ca¬ 
pacity  for  the  Puget  Sound  Power  &  Light  Co.  during  the 
construction  of  the  Baker  River  project. 

[R.  p.  221]  Q.  What  are  the  advantages  of  this  procedure? 
A.  The  main  advantage  of  this  procedure  lies  in  ability  of 
an  experienced  operating  man  to  foresee  difficulties  that 
might  arise  with  the  new  equipment  and  to  have  them 
corrected  during  installation.  While  the  machinists  and 
electricians  engaged  in  the  erection  of  equipment  are  usu¬ 
ally  all  very  skilled  and  expert  in  their  work,  their  experi¬ 
ence  has  been  mostly  with  installation  and  not  with  opera¬ 
tion.  They  do  not  fully  appreciate  the  importance  of 
dependability  for  continuous  operation,  or  convenience  of 
operation  in  time  of  trouble  and  are,  therefore,  apt  to  over¬ 
look  details  which  seem  minor  to  them  but  become  a  source 
of  trouble  to  operation.  An  operating  man  working  with 
the  erectors  can  save  much  repetition  of  labor.  Another 
advantage  is  in  the  practice  of  selecting,  from  the  Com¬ 
pany’s  operating  organization,  men  who  are  experienced  in 
hydro  station  operation  to  stand  shift  during  the  prelimi¬ 
nary  operating  period.  These  men  are,  of  course,  trained 
for  their  respective  duties  and  are  better  qualified  to 
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handle  the  equipment  than  the  general  run  of  construction 
men  whose  operating  experience  is  largely  incidental.  An¬ 
other  decided  advantage  of  this  program  is  that  employees, 
during  the  construction  period,  come  to  know  very  thor¬ 
oughly  the  peculiarities  of  the  design  and  installation 
[R.  p.  222]  of  all  equipment  and  of  the  structures  generally, 
which  enables  them  to  more  intelligently  operate  and  main¬ 
tain  the  plant.  I,  personally,  was  given  this  assignment 
during  the  construction  period  in  order  that  I  might  be 
thoroughly  familiar  with  the  plant,  as  it  was  contemplated 
that  I  was  to  be  superintendent  of  the  plant  when  it  was 
completed  and  ready  for  commercial  operation. 

Q.  Are  you  familiar  with  the  details  of  all  installation 
of  i  electrical  and  mechanical  equipment  at  Rock  Island? 
A.  Yes. 

Q.  Did  you  keep  any  kind  of  record  in  connection  with 
vour  work  ?  A.  Yes. 

Q.  What  was  the  nature  of  the  record  you  kept?  A.  A 
daily  log  of  all  tests  and  operation  of  generating  equip¬ 
ment  and  auxiliaries. 

Q.  'When  did  you  first  start  such  a  record?  A.  October 
12,  1931,  when  the  first  important  tests  of  major  equipment 
were  started. 

Q.  Do  vou  have  with  vou  vour  records?  A.  Yes. 

Q.  Give  us  an  outline  or  a  summary  of  what  occurred 
after  the  first  machine  was  ready  for  trial  run.  A.  The 
winding  of  No.  1  generator  was  completed  and  [R.  p.  223] 
a  preliminary  high  potential  test  at  room  temperature  was 
made  on  July  18,  1931.  Failure  of  the  stator  winding 
necessitated  considerable  repairs  by  the  General  Electric 
Company.  Official  high  potential  tests  with  the  windings 
heated  at  standstill  to  contract  temperature  were  made  on 
October  10,  October  22,  and  November  S,  1931.  On  the  last 
test  the  stator  passed  but  the  rotor  failed.  Final  test  was 
made  on  the  rotor  on  November  19,  1931.  The  above  suc¬ 
cession  of  high  voltage  tests  raised  strong  doubts  in  the 
minds  of  the  engineers  as  to  strength  of  the  windings  and 
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several  conferences  were  held  with  the  G.  E.  engineers 
both  on  the  job  and  in  Boston.  It  was  contended  both  by 
the  owner  and  the  contractor  that  the  unusual  number  of 
failures  indicated  too  high  stresses  in  the  insulation  either 
from  improper  design  or  improper  treatment.  The  G.  E. 
engineers  assured  us,  however,  that  the  design  was  ample 
but  that  the  coils  were  “green”  and  their  dielectric  strength 
would  improve  with  operation  under  load.  This  led  to  an 
agreement  that  No.  2  should  be  tested  at  a  voltage  safely 
above  normal  operating  voltage  and  then  run  under  load 
for  a  sufficient  length  of  time  to  “age”  the  windings  be¬ 
fore  the  full  high  potential  test  should  be  made.  In  ac¬ 
cordance  with  this  policy,  Xo.  2  generator  was  [R.  p.  224] 
tested  at  17,500  volts  on  October  29,  1931  after  dryout  by 
running  at  slow  speed  and  low  field  with  the  stator  wind¬ 
ing  short-circuited.  This  unit  had  been  started  on  October 
12  but  trouble  with  the  thrust  bearing  kept  it  down  until 
October  21.  From  the  21st  to  the  29th,  it  had  been  running 
on  the  short-circuited  dryout  mentioned  above.  After  a 
few  days  run  on  test  load,  the  unit  was  shut  down  for  ad¬ 
justments  and  returned  to  test  operations.  The  Puget 
Sound  Power  &  Light  Co.  system  was  used  for  load  during 
all  tests  rather  than  make  up  expensive  rheostats  with 
which  to  absorb  the  energy.  A  plan  had  been  worked  out 
prior  to  any  operations  whereby  the  Company’s  system 
would  be  available  for  test  load  and  that  when,  as  and  if 
machines  were  available  at  Rock  Island,  power  would  be  fur¬ 
nished  to  the  svstem  when  it  would  serve  to  cut  down 
steam  power,  and  it  would  be  paid  for  at  a  rate  in  line  with 
the  saving  in  steam  cost.  Under  this  arrangement,  care¬ 
ful  records  were  kept  of  metering  and  designation  was  made 
daily  of  all  power  as  to  whether  it  was  test  power  not  usable 
by  the  system,  or  whether  Rock  Island  power  saved  steam 
and  was  to  be  charged  for.  Power  was  furnished  over 
peak  hours  quite  regularly  when  the  hydro  capacity  avail¬ 
able  on  the  Company’s  system  was  not  sufficient  to  meet 
requirements.  At  such  times,  the  Company’s  steam  gen- 


ss 


(A.P.  Newberry,  Licensee,  Direct,  Cont’d.) 

errors  were  run  at  minimum  load  as  [R.  p.  225]  standby 
in  case  trouble  should  develop  with  either  the  Rock  Island 
generators  or  the  transmission  line.  In  addition,  for  fur¬ 
ther  protection,  there  was  a  verbal  agreement  with  the 
"Washington  Water  Power  Company  that,  in  case  of  trouble 
with  Rock  Island  equipment  when  it  was  under  load,  they 
would  carry  any  deficiency  for  the  short  time  required  to 
get  the  Shuffleton  steam  plant  up  to  load.  [R.  p.  226]  At 
the  time  No.  2  unit  was  started  (October  12, 1931),  the  dam 
in  the  west  channel  was  under  construction  and  head  for 
operation  of  the  unit  was  provided  by  the  cofferdam  in  the 
west  channel.  This  condition  held  until  the  early  part  of 
February,  1932.  Xo.  1  unit  was  started  rolling  on  Novem¬ 
ber  22,  1931,  but  trouble  with  a  hot  guide  bearing  kept  the 
unit  out  until  November  2S,  1931,  when  it  was  synchronized. 
Operation  under  test  load  was  started  on  the  29th  and  when 
bearing  temperatures  became  constant  on  the  30th,  the  unit 
was  shut  down  for  miscellaneous  adjustments.  With  the 
major  assembly  of  Units  Nos.  1  and  2  complete,  work  con¬ 
tinued  on  governors,  gate  mechanism,  piping,  exciters, 
housings,  testings,  etc.  In  order  that  the  project  could 
receive  the  benefits  of  revenue  resulting  from  sale  of  such 
power  as  might  be  available  during  the  construction  period, 
the  work  was  so  laid  out  that  it  could  be  carried  on  efficiently 
and  still  keep  the  units  available  for  load  when  require¬ 
ments  were  arranged  for  in  advance  by  the  system  load 
dispatcher.  Power  sales  were  confined  to  peak  periods  when 
additional  capacity  was  required  until  January  26,  1932, 
with  the  exception  of  December  14  to  December  16,  inclu¬ 
sive,  when  load  was  carried  during  the  day  because  of  low 
water  at  the  hydro  plants.  [R.  p.  227]  Following  the  com¬ 
pletion  of  the  west  channel  dam,  the  crest  gates  in  the  east 
channel  were  closed  so  as  to  raise  the  headwater  above  the 
cofferdam  and  fill  the  unwatered  area.  Water  overflowed 
the  west  channel  dam  for  the  first  time  on  December  20, 
1931,  and  the  headwater  had  reached  an  elevation  of  5S4.8 
by  the  morning  of  December  21,  1931,  providing  for  the 
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first  time  an  operating  head  of  32  feet.  Load  tests  of  No. 
2  unit  at  this  32  ft.  head  were  made  on  December  21  and 
22,  1931,  over  the  full  range  of  blade  settings  and  gate 
openings.  During  these  tests,  a  serious  disturbance  was 
found  to  take  place  in  the  draft  tube  at  certain  settings  of 
the  wicket  gates  and  wheel  blades  that  caused  terrific  water 
hammer  with  consequent  jarring  of  the  entire  structure. 
This  water  hammer  had  been  occurring  during  operation 
under  the  low  head  but  in  a  less  degree  and  had  been  thought 
to  be  caused  by  the  distorted  head  conditions.  However, 
the  severe  shocks  during  operation  under  nearly  normal 
conditions  made  it  evident  that  corrective  measures  were 
necessary  and  the  matter  was  referred  to  the  manufacturers 
for  study.  From  January  26  to  February  10,  1932,  no 
machines  were  in  operation  because  of  lowered  head  water 
while  the  west  channel  cofferdams  were  being  removed. 
Immediately  [R.  p.  228]  following  the  removal  of  the  coffer¬ 
dams,  preparations  for  the  official  tests  of  No.  1  unit  were 
started.  Several  preliminary  unofficial  tests  were  made  to 
enable  the  manufacturers  to  check  certain  details  before 
submitting  to  the  official  test.  On  February  17, 1932,  official 
tests  of  the  generator  were  started  and,  upon  completion  of 
these  and  removal  of  test  equipment,  tests  of  the  water 
wheel  were  undertaken  on  March  5,  1932.  System  load  was 
used  for  all  testing  and  where  tests  under  load  carried  on 
over  the  period  when  the  system  required  power,  system 
requirements  were  computed  on  the  basis  of  shortage  if 
Eock  Island  machines  had  not  been  on  the  line  and  charges 
were  made  therefor.  'While  contract  requirements  for 
capacity  and  efficiency  seemed  to  have  been  met,  another 
difficulty,  in  addition  to  the  waterhammer  then  under  study 
by  the  manufacturer,  was  found  with  the  operation  of  the 
turbine  wicket  gates.  Immediately  upon  completion  of  the 
waterwheel  tests,  further  studies  and  experiments  were  car¬ 
ried  on  by  the  Allis-Chalmers  engineers  in  an  effort  to  stop 
the  waterhammer  and  approximately  one  month  had  elapsed 
before  vortex  vanes  of  suitable  design  to  correct  the  trouble 
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were  installed.  While  the  waterhammer  was  satisfactorily 
checked  [R.  p.  229]  under  the  then  existing  head  conditions 
there  was  no  assurance  that,  as  the  head  changed  with 
change  in  stream  flow,  waterhammer  would  not  start  again. 
Also,  capacity  tests  under  the  head  conditions  at  the  time 
of  installation  of  the  vortex  vanes  showed  that  there  was 
a  considerable  reduction  of  maximum  capacity  resulting 
from  this  installation.  It  was  necessary  to  check  both  the 
capacity  and  the  operation  of  the  machines  over  the  entire 
normal  range  of  head  variation  to  be  certain  that  the  vortex 
vanes  had  corrected  the  waterhammer  under  all  conditions 
and  had  not  reduced  the  machine  capacity  below  the  re¬ 
quirement.  The  reduction  in  head  with  increased  stream 
flow  is  caused  bv  the  tailwater  rising  faster  than  the  head- 
water  and  both  the  capacity  and  the  performance  of  the 
water  wheels  are  therefore  dependent  on  tailwater  levels. 
It  iis  impossible  to  provide  the  desired  variation  in  head 
artifieiallv  bv  raising  the  crest  gates  as  this  would  lower  the 
headwater  elevation  without  materially  affecting  the  tail- 
water  level.  It  was  therefore  necessary  to  wait  until  the 
river  flow  had  increased  naturally  in  order  to  check  both 
waterhammer  and  capacity  at  low  heads.  Frequent  tests 
both  of  capacity  and  smoothness  of  operation  were  made 
as  ^he  river  flow  changed  over  the  [R.  p.  230]  spring  rise. 
The  full  information  required  by  the  engineers  to  deter¬ 
mine  capacity  under  all  necessary  conditions  was  obtained 
by  June  IS,  1932.  After  the  study  of  this  information  was 
completed,  on  or  about  July  25,  1932,  and  it  was  developed 
that  capacity  requirements  had  been  met  and  that  serious 
roughness  had  been  stopped,  manufacture  of  the  permanent 
vortex  vanes  proceeded.  There  would  have  been  no  point 
in  going  to  the  expense  of  manufacturing  and  installing  the 
permanent  vanes  until  it  had  been  demonstrated  that  they 
were  of  such  shape  as  to  meet  all  conditions,  especially  since 
the  temporary  vanes  were  so  constructed  as  to  be  readily 
changed  for  experimentation  and  the  permanent  ones  would 
not  be  so  flexible.  The  further  trouble  found  during  the 
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tests  was  that,  under  certain  head  and  blade  conditions, 
there  was  not  sufficient  power  in  the  governors  to  operate 
the  turbine  wicket  gates  with  the  oil  pressure  as  specified 
in  the  contract.  Two  solutions  for  this  problem  were  pre¬ 
sented  and  careful  study  was  made  by  the  manufacturer’s 
engineers  and  by  the  contractor  to  determine  whether  larger 
equipment  should  be  installed  to  operate  at  the  original 
pressure  or  whether  the  oil  pressure  should  be  raised  suffi¬ 
ciently  to  operate  the  gates.  [R.  p.  231]  It  was  finally  de¬ 
cided  that,  while  possibly  not  so  satisfactory  from  an  oper¬ 
ating  standpoint,  the  higher  pressure  would  be  used  be¬ 
cause  of  saving  in  installation  cost.  A  check  of  design  was 
then  made  to  be  sure  that  pressure  tanks,  piping  and  pumps 
would  stand  the  added  load.  Approval  by  the  Hartford 
Steam  Boiler  Inspection  and  Insurance  Company  of  240 
lbs.  pressure  on  the  oil  pressure  tanks  was  received  on 
July  12,  1932,  and  raising  of  the  pressure  was  started  im¬ 
mediately.  The  previously  approved  pressure  was  200 
lbs.  and  the  pumps  were  operating  at  that  limit  on  that  date. 
The  manufacturers  recommended  an  increase  of  5  lbs.  per 
week  so  that  the  pumps  could  adjust  themselves  to  the  new 
conditions  without  developing  bearing  pressures  sufficient 
to  cause  excessive  heating.  When  the  maximum  pressure 
of  220  lbs.  was  reached  on  this  program,  we  were  advised, 
by  Allis-Chalmers  Company,  that  they  had  not  yet  satisfied 
themselves  that  240  lbs.  was  safe.  Further  raising  of  the 
pressure  was  therefore  delayed  until  November  2,  1932, 
when  the  final  approval  of  240  lbs.  was  received  from  Allis- 
Chalmers  engineers.  With  the  next  increment  of  5  lbs.  it 
was  found  that  the  satisfactory  operating  range  of  the  un¬ 
loading  valves  which  control  the  [R.  p.  232]  pressure  had 
been  reached  and  it  was  necessary  to  obtain  new  springs 
and  other  parts  from  the  factory  to  adapt  the  valves  to  the 
new  conditions.  While  operating  at  this  225  lb.  pressure, 
a  bearing  seized  on  one  pump  on  December  12,  1932.  This 
was  the  third  case  of  bearing  seizure  and  made  it  evident 
that  the  bronze  composition  used  in  the  bearings  was  not 
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suitable  for  the  service  and  babbit  bearings  furnished  by  the 
manufacturer  were  installed.  These  were  installed  on  Xo. 
12  pump  on  December  21, 1932,  and  the  pump  started  under 
no  load  to  fit  the  bearings  to  the  pump  shaft.  As  the  bear¬ 
ings  adjusted  themselves,  the  pressure  was  raised  so  that, 
on  December  31,  1932,  a  maximum  of  226  lbs.  had  been 
reached.  Xew  parts  for  the  unloading  valves  had  been  re¬ 
ceived  by  this  time  so  that  the  valves  would  operate  satis¬ 
factorily  at  higher  pressures  and  the  weekly  increases  of 
5  lbs.  were  continued  until  full  pressure  was  reached. 
[R.  p.  233]  Xew  bearings  for  Xo.  34  pump  and  the  spare 
were  received  about  the  middle  of  January,  1933,  after  the 
first  installation  on  Xo.  12  pump  seemed  to  be  operating 
satisfactorily.  The  designation  of  Xo.  12  and  Xo.  34  pumps 
indicates  that  the  first  pump  supplies  oil  pressure  for  Units 
1  and  2  and  the  second  pump  for  Units  3  and  4.  It  will 
readily  be  seen  that  the  failure  of  one  of  these  pumps  would 
cause  the  immediate  shutdown  of  the  two  units  which  it 
serves.  During  the  course  of  breaking  in  the  new  bearings, 
it  was  necessary  to  dismantle  the  pumps  on  various  occa¬ 
sions  and  expedite  the  fitting  process  by  scraping  out  a  little 
metal.  Xo.  12  pump  reached  the  240  lbs.  pressure  on  Janu¬ 
ary  9, 1933,  Xo.  34  on  February  22, 1933,  and  the  spare  pump 
on  February  23,  1933.  By  midnight  of  January  31,  1933, 
records  show  that  Xo.  1  unit  had  operated  a  total  of  1,642 
hours  and  Xo.  2  unit  a  total  of  1,506  hours.  This  time  is  at 
full  speed  and  was  practically  all  when  the  generator  was 
connected  to  the  line.  A  check  of  the  log  shows  that  by  June 
1. 1932,  Xo.  1  unit  in  itself  was  complete.  The  generator  had 
passed  the  high  potential  and  efficiency  tests  and  had  estab¬ 
lished  [R.  p.  234]  its  ability  to  carry  load  within  the  guar¬ 
antee  of  temperature  rise.  The  water  wheel  had  also  passed 
the  efficiency  test  and  the  various  difficulties  which  had  de¬ 
veloped  to  that  date  had  been  pretty  well  straightened  out, 
with  the  important  exceptions  of  oil  pressure  and  the  de¬ 
termination  of  the  effect  of  the  vortex  vanes  under  all  condi¬ 
tions.  Changes  in  the  governor  oil  system  were  still  in 
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progress  and  these  were  not  completed  until  January,  1933. 
The  fact  that  the  guarantee  on  these  units  started  in  Decem¬ 
ber,  1931,  does  not  necessarily  indicate  that  the  conditions 
of  the  contract  had  been  met.  The  guarantee  covers  only 
“defects  in  workmanship  and  material’’  without  reference 
to  design  or  performance. 

Q.  What  do  you  consider  the  condition  of  an  installa¬ 
tion  essential  for  dependable  operation?  A.  I  would  not 
consider  a  unit  ready  for  dependable  commercial  operation 
until  it  had  satisfactorily  passed  the  standard  A  I  E  E 
tests  for  insulation;  had  demonstrated  its  ability  to  safely 
carry  its  rated  load ;  had  run  sufficiently  long  to  prove  that 
bearings,  shaft  equipment,  and  other  moving  parts  were  in 
proper  condition;  and  all  appurtenances  such  as  pumps, 
coolers,  piping  and  controls  had  been  tested  and  adjusted 
to  fulfill  their  duties. 

Q.  Is  it  not  customary  to  determine  such  matters 
[R.  p.  235]  before  equipment  leaves  the  factory?  A.  Nor¬ 
mally,  yes,  but  in  the  case  of  water  wheels,  generators  and 
other  equipment  too  large  and  too  expensive  to  assemble  in 
the  factorv  for  tests,  it  is  necessarv  to  make  such  tests  after 
installation.  In  the  case  of  the  Rock  Island  hydraulic  and 
generating  units,  it  would  have  been  impossible  for  the  man¬ 
ufacturer  to  have  provided  for  testing  the  water  wheels,  and 
the  generators  were  too  large  to  transport  assembled.  It 
was  therefore  necessary  that  all  the  testing  be  done  after 
erection  of  this  equipment  rather  than  in  the  factory. 

Q.  When  under  the  actual  conditions  of  construction 
which  were  followed  would  you  say  the  Rock  Island  Plant 
was  ready  for  commercial  operation  ?  A.  Certainly  not  be¬ 
fore  January,  1933,  and  even  then  Unit  No.  2  was  not  put 
on  the  lines  for  regular  operation  until  February  22,  1933. 
And  furthermore  even  then  there  remained  to  be  remedied 
a  weakness  of  the  turbine  shaft  sleeves  which  we  did  not 
discover  until  later. 

Q.  Mr.  Newberry,  down  to  the  present  time  in  your  tes¬ 
timony  you  have  been  dealing,  have  you  not,  with  actuali¬ 
ties?  A.  Yes,  sir. 
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[R.  p.  236]  Q.  And  to  summarize,  those  actualities  are  that 
the  Hock  Island  plant  did  not  become  a  completed  plant, 
capable  of  rendering  the  service  for  which  it  was  designed, 
until  on  or  about  January  21,  1933?  A.  That  is  correct, 
subject  to  the  qualification  that  even  then  there  remained 
to  be  remedied  the  weakness  of  the  turbine  draft  sleeves 
heretofore  mentioned. 

Q.  Now,  as  a  matter  of  fact,  Mr.  Newberry,  at  some  time 
during  the  process  of  this  job,  consideration  was  given  to  a 
de^ay  in  the  construction  program,  was  it  not  ?  A.  Yes. 

Q.  You  heard  Mr.  Kellogg  give  some  testimony  in  con¬ 
nection  with  this  matter,  didn't  you?  A.  Yes. 

Q.  To  make  a  long  story  short  is  this  about  what  hap¬ 
pened.  that  along  about  the  middle  of  the  summer  of  1931 
the  Licensee's  load  had  fallen  off  to  such  an  extent  that  it 
became  apparent  that  there  was  no  longer  any  rush  for  the 
completion  of  more  than  Units  1  and  2  of  the  Rock  Island 
project  and  consideration  was  given  to  the  question  as  to 
whether  or  not  on  this  account  and  on  account  of  the  tight¬ 
ness  of  funds,  the  program  should  be  delayed  as  to  Units 
3  and  4?  A.  That  is  right. 

[R.  p.  237]  Q.  You  also  heard  Mr.  Kellogg  testify,  I  believe, 
that  on  the  original  construction  program,  August  1,  1932, 
was  the  date  of  scheduled  completion?  A.  Yes,  sir. 

Q.  And  that  then  early  in  December,  1931,  authorization 
was  given  to  the  contractor  to  revise  the  construction  pro- 
grapi  on  the  basis  of  completion  on  January  1st,  1933?  A. 
Yes,  sir. 

Q.  Although,  as  you  have  stated,  the  plant  did  not  be¬ 
come  completed  and  ready  for  commercial  operation  until 
January  21, 1933,  subject  to  the  qualification  which  you  have 
mentioned,  do  you  think  if  there  had  been  a  real  demand  for 
the  Rock  Island  power  that  the  plant  could  have  been  com¬ 
pleted  and  put  into  commercial  operation  as  a  dependable 
power  supply  substantially  of  the  capacity  for  which  it 
wasi  designated  at  some  date  nrior  to  Januarv  21,  1933? 
A.  Yes,  I  believe  so. 
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Q.  Have  you  made  a  study  for  tlie  purpose  of  determin¬ 
ing  on  wliat  date  you  think  this  could  reasonably  have  hap¬ 
pened  under  actual  construction  conditions  which  existed 
even  if  the  authorization  to  slow  down  the  construction  pro¬ 
gram  had  been  given  early  in  December,  1931?  A.  Yes,  I 
have. 

[R.  p.  238]  Q.  And  on  what  date  do  you  think  the  plant 
could  have  been  completed  and  ready  for  commercial  opera¬ 
tion?  A.  Not  before  November  15, 1932. 

Q.  Now  I  will  ask  you  to  state,  Mr.  Newberry,  how  you 
arrive  at  that  date?  A.  Anv  studv  to  determine  such  a  date, 
it  seems  to  me,  must  be  based  on  conditions  with  respect  to 
erection  of  the  waterwheels  and  generators  at  the  time  the 
construction  schedule  was  revised.  I  say  this  because  there 
is  no  other  feature  of  the  construction  of  the  plant  at  that 
time  which  would  have  delayed  commercial  operation  of  the 
plant.  In  other  words,  in  all  other  respects  it  was  a  simple 
matter  to  do  what  work  was  necessary  to  get  the  plant  into 
a  finished  condition  for  commercial  operation.  Accordingly, 
I  think  that  the  vital  factors  in  the  consideration  of  this 
problem  are  the  waterwheels  and  the  generators.  When  I 
arrived  at  Rock  Island  on  the  1st  of  May,  1931,  waterwheel 
equipment  for  Units  1  and  2  had  arrived  and  some  of  it  had 
been  in  the  power  house  for  a  few  days.  Work  was  in 
progress  at  the  time  in  cleaning  up  the  equipment,  removing 
the  protective  grease  coatings  and  otherwise  getting  the 
equipment  ready  to  assemble.  The  erection  of  the  water¬ 
wheels  for  Units  1  and  2  was  [R.  p.  239]  pushed  steadily 
with  the  crews  working  overtime  regularly.  As  soon  as  the 
waterwheels  were  in  position  so  that  floor  space  was  avail¬ 
able  for  the  erection  of  the  generators,  the  General  Electric 
Company  crew  commenced  the  assembly  of  the  supporting 
brackets  for  Units  Nos.  1  and  2  and  of  the  generator  rotor 
of  Unit  No.  1.  All  the  work  progressed  smoothly  and  satis¬ 
factorily  until  the  first  high  potential  test  at  room  tempera¬ 
ture  on  July  18,  1931.  Failure  of  the  windings  naturally 
interfered  with  the  General  Electric  Company  schedule,  and 
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they  immediately  increased  their  working  hours  to  catch  up. 
They  pushed  their  erection  program  steadily  in  order  to 
meet  the  original  date  for  operation  of  the  unit.  All  erec¬ 
tion  work  was  carried  on  without  delay  until  the  machines 
were  ready  to  run  on  the  bus,  Xo.  2  Unit  on  October  29, 
1931,  and  Xo.  1  Unit  on  Xovember  28,  1931.  Some  test 
operations  were  then  carried  on  under  the  low  head  pro¬ 
vided  by  the  west  channel  cofferdam.  Test  under  full  head 
could  not  be  made  because  at  this  time  the  construction  of 
the  west  channel  dam  was  in  progress  and  the  work  was  not 
completed  until  December  20, 1931.  I  can  say  from  my  own 
knowledge  that  from  May  1, 1931,  to  December  S,  1931,  there 
was  no  delay  in  the  work  of  erection  of  Units  Xo.  1  and 
Xo.  2.  [R.  p.  240]  Operation  of  Units  Xos.  1  and  2  under  test 
load  with  the  low  head  provided  by  the  west  channel  coffer¬ 
dam  was  carried  on  regularly  to  obtain  what  information 
was  possible  under  those  conditions  as  to  additional  “bugs” 
that  might  be  found.  Also,  when  the  system  required  addi¬ 
tional  power  either  or  both  units  were  used  for  standby  or 
peak  load  capacity.  It  was  impossible  to  make  any  tests 
under  full  32  feet  head  conditions  before  December  21, 1931, 
when  the  headwater  was  first  raised  to  its  normal  level  by 
the  west  channel  dam.  Tests  were  made  on  December  21, 
and  22, 1931,  of  Xo.  2  unit  over  the  full  range  of  wicket  gate 
and  blade  settings.  During  these  tests,  the  water  hammer 
which  had  occurred  during  low  head  operations  but  was 
thought  to  be  resulting  from  distorted  head  conditions,  was 

definitelv  established  as  caused  bv  some  condition  inherent 
•  * 

in  the  turbine  itself  and  the  matter  was  referred  to  the  man¬ 
ufacturers.  The  violence  of  the  shocks  under  certain  condi¬ 
tions  was  so  severe  that  it  was  considered  unwise  to  operate 
under  those  conditions  until  the  trouble  was  corrected. 
Operations  at  reduced  capacity  and  under  conditions  caus¬ 
ing  no  severe  disturbance  were  continued  as  before  until  it 
was  necessary  to  lower  the  headwater  below  an  operating 
level  for  removal  of  the  cofferdam.  [R.  p.  241]  Mr.  Schmidt, 
of  Allis-Chalmers  Co.,  arrived  at  Rock  Island  on  January 
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27th  to  further  carrv  on  the  studv  of  the  water  hammer 

w  • 

problem  through  personal  observation  of  conditions.  After 
the  removal  of  the  cofferdam,  tests  of  the  water  wheels  and 
the  generators  were  the  next  thing  on  the  program,  but  such 
tests  could  not  possibly  be  made  during  the  cold  weather 
which  is  normal  during  December,  January  and  the  fore¬ 
part  of  February.  It  would,  therefore,  have  been  useless 
to  schedule  any  tests  before  the  time  when  the  cold  weather 
usually  breaks.  This  is  about  the  middle  of  February.  "With 
the  moderation  of  the  weather  and  with  the  head  brought 
up  to  approximately  32  feet,  special  preliminary  tests  under 
various  blade  settings  and  load  conditions  were  started 
under  the  direction  of  the  water  wheel  manufacturers. 
After  the  manufacturers’  engineers  had  satisfied  themselves 
as  to  the  operation  of  the  machines,  official  tests  for  capacity 
and  efficiency  of  the  water  wheels  and  efficiency  and  temper¬ 
ature  rise  of  the  generators  were  started  February  17, 1932. 
It  was  during  these  tests  that  the  lack  of  power  to  operate 
the  wicket  gates  was  discovered.  This  deficiency  had  not 
been  apparent  until  during  the  efficiency  tests.  [R.  p.  242] 
The  turbine  and  generator  tests  were  carried  to  completion 
as  rapidly  as  possible,  being  finished  on  March  15,  1932. 
Immediately  an  active  program  of  test,  study  and  experi¬ 
mentation  was  instituted  by  the  Allis-Chalmers  engineers, 
Mr.  Schmidt  and  Mr.  W.  M.  White,  who  had  been  present 
through  the  water  wheel  test  period,  on  both  the  water  ham¬ 
mer  and  the  wicket  gate  mechanism.  Experimentation  with 
the  vortex  vanes  was  completed  about  April  15,  1932,  with 
temporary  vanes  correcting  the  difficulty  under  the  then  con¬ 
ditions  of  head  and  tailwater.  This  work  was  done  under 
the  supervision  of  Mr.  W.  M.  White  of  the  Allis-Chalmers 
Company  and  the  mechanical  work  was  carried  on  by  the 
Contractor’s  mechanics  twenty-four  hours  a  day  when 
necessary  during  the  period  of  experiment.  Simultaneously 
with  the  water  hammer  study,  tests  were  being  made  of 
power  to  operate  the  wicket  gates;  careful  measurements 
were  made  under  the  direction  of  Mr.  White  under  all  con- 
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ditions  of  wicket  gate  opening  and  blade  setting.  This  re¬ 
quired  some  little  time  because  analysis  of  one  test’s  results 
was  desirable  before  additional  tests  should  be  made.  The 
study  of  gate  friction  and  power  requirements  was  carried 
on  as  rapidly  as  possible  with  various  tests  under  Mr. 
White's  supervision  being  made  [R.  p.  243]  almost  daily 
from  April  2  to  April  13, 1932.  Finally  Mr.  White  proposed 
two  solutions  to  the  difficulty;  first,  larger  oil  cylinders, 
pumps  and  governor  valves  to  operate  with  the  specified 
175  pounds  pressure  and  second,  to  raise  the  pressure  suffi¬ 
ciently  to  operate  the  wicket  gates,  provided  a  check  of  de¬ 
sign  indicated  that  the  pumps,  tanks  and  cylinders  were  of 
sufficient  strength.  A  short  time  was  required  by  the  engi¬ 
neers  to  study  Mr.  White’s  proposals.  The  second  proposal, 
namely,  to  raise  the  oil  pressure  was  selected  and  immedi¬ 
ately  approval  by  the  Licensee’s  insurance  carriers  of  this 
pressure  increase  was  requested.  Their  tentative  approval 
was  received  on  May  28,  1932.  Up  to  April  13,  1932,  the 
work  had  been  prosecuted  just  as  rapidly  as  possible.  How¬ 
ever.  from  then  on  there  appears  to  have  been  some  avoid¬ 
able  delay  in  the  actual  program.  I  now  propose  to  under¬ 
take  to  show  how  rapidly  the  work  could  have  been  done  if 
there  had  been  a  reason  for  haste,  in  other  words,  to  re¬ 
construct  the  program  beginning  with  April  13,  1932,  on 
the  basis  of  taking  out  all  avoidable  delays  and  finishing 
the  units  as  rapidly  as  it  would  have  been  possible  to  have 
finished  them  under  the  conditions  which  existed  and  which 
developed.  [R.  p.  244]  Starting  with  April  13,  1932,  when 
Mr.  White  first  submitted  his  proposals  for  correcting  the 
pressure  difficulty,  we  could  assume  that  about  a  week  for 
consideration  by  the  engineers  would  be  a  minimum  rea¬ 
sonable  length  of  time.  The  matter  would  then,  of  course, 
be  submitted  to  the  insurance  carriers  and  we  might  expect 
a  reply  from  them  within  not  less  than  two  weeks.  This 
would  bring  us  to  May  2,  1932,  as  a  date  for  starting  the 
oil  pressure  rise.  [R.  p.  245]  On  the  manufacturer’s  recom¬ 
mended  schedule  of  raising  the  oil  pressure  at  the  rate  of  not 
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more  than  5  pounds  per  week,  it  would  have  required  five 
weeks  to  reach  a  pressure  of  225  pounds  or  until  June  6, 
1932.  At  this  point  our  experience  indicates  we  would 
have  had  trouble  with  the  pump  bearings  which  would 
have  necessitated  substitution  of  babbitt  bearings  for  the 
original  bronze  because  this  did  actually  happen.  It  would 
have  required  not  less  than  three  weeks  to  get  the  agree¬ 
ment  of  the  engineers,  the  manufacturer  in  Milwaukee  and 
the  owner  in  Seattle  on  the  change  in  the  bearings  and  to 
machine  and  install  the  babbitt  bearings.  This  schedule 
would  hold  if  the  bearings  were  made  in  our  shop  and  it 
would  take  longer  if  they  were  supplied  by  the  pump  manu¬ 
facturer.  On  the  basis  of  manufacture  in  our  own  shops, 
the  first  pump  would  have  been  ready  to  start  on  the  break- 
in  schedule  on  June  27,  1932.  It  would  be  necessary,  of 
course,  starting  with  new  bearings  to  bring  the  pressure  up 
gradually  from  zero  and  while  good  practice  would  require 
a  protracted  period,  with  pressure  on  our  backs  we  would 
have  brought  the  pumps  up  to  225  pounds  in  about  two 
weeks.  That  would  bring  us  to  July  10,  1932.  From  then 
on  the  balance  of  the  rise,  from  225  [R.  p.  246]  pounds  to 
240  pounds,  would  require  a  minimum  of  three  weeks  or  to 
August  1,  1932.  This  is  an  extremely  rapid  schedule  based 
on  what  we  know  now  of  the  development  and  operation  of 
the  pumps. 

Q.  At  this  point  would  you  acutally  have  had  machines 
ready  for  regular  commercial  operation?  A.  Xo,  because 
no  new  machine  of  this  kind  is  ready  for  commercial  opera¬ 
tion  the  minute  it  is  assembled.  There  must  be,  to  insure 
regularity  of  commercial  operation  I  would  say,  at  least 
tliirtv  da  vs’  operation  on  such  machines  under  varving 
conditions,  and  this  is  regular  practice. 

Q.  Assuming  then  that  you  had  that  month  for  test  op¬ 
eration  to  what  date  would  it  have  brought  you?  A.  To 
September  1,  1932. 

Q.  Did  something  subsequently  develop  which  indicated 
that  during  such  period  of  test  operation  another  “bug” 
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would  have  developed?  A.  Yes.  in  August,  1933,  an  inspec¬ 
tion  of  Xo.  1  unit  revealed  a  broken  turbine  guide  bearing 
sleeve  and  when  an  inspection  was  made  a  week  later  the 
sanjie  condition  was  found  on  Xo.  2  unit.  It  was  evident 
that  this  condition  had  been  in  existence  for  some  time, 
since  the  wear  on  the  lignum  vitae  bearing  had  been  un¬ 
usually  rapid  for  some  three  months  prior  to  the  inspection. 
[R.  p.  247]  These  sleeves  are  made  of  carbon  steel  in  two 
sections  of  two  halves  each  and  they  are  mounted  on  the 
shaft  with  the  two  halves  fastened  together  with  dovetailed 
shrink  links.  The  design  of  this  type  of  fastener  of  neces¬ 
sity  provides  a  very  small  section  of  steel  to  carry  the  entire 
shrinkage  load  and  a  thicker  sleeve  should  have  been  used 
in  the  original  design.  This  is  evidenced  bv  the  fact  that 
the  manufacturers,  when  the  breakage  of  the  sleeves  was 
called  to  their  attention,  recommend  increasing  the  thickness 
of  this  sleeve  from  l1/*  inches  to  2  inches.  The  design  of  the 
water  wheels,  of  course,  is  made  entirely  by  the  manufac¬ 
turer  and  there  are  alwavs  manv  items  of  this  sort,  the  de- 

*  • 

sign  of  which  must  be  based  on  experience  rather  than  cal¬ 
culation.  At  that  time  there  was  no  experience  with  this 
size  machine.  This,  of  course,  was  a  larger  unit  than  was 
customarily  built  and  it  is  reasonable  to  expect  that  the 
forecasting  of  loads  on  bearings  of  this  type  might  be  some¬ 
what  a  matter  of  conjecture.  As  soon  as  the  broken 
sleeves  were  discovered  the  manufacturer  was  requested  to 
furnish  new  sleeves  as  rapidly  as  possible  but  it  was  neces¬ 
sary  for  him  to  secure  specially  rolled  material  from  the 
steel  mill  which  took  some  two  weeks  and  then  to  perform  a 
very  intricate  piece  [R.  p.  248]  of  machine  work  in  his  ma¬ 
chine  shop.  It  actually  required  three  months  for  delivery 
of  the  new  sleeves  for  Units  1  and  2.  However,  if  pressure 
had  been  brought  to  bear,  overtime  authorized  and  every¬ 
thing  possible  done  to  expedite  the  delivery  of  these  sleeves, 
the  necessary  time  could  probably  have  been  reduced  to  two 
months.  It  would  then  require  some  two  weeks  to  fit  and 
install  the  sleeves  and  re-assemble  the  unit.  This  would 
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bring  us  to  November  15, 1932.  Of  course,  during  the  period 
while  we  were  waiting  for  the  new  sleeves  the  units  were  in 
such  condition  that  it  would  not  be  good  policy  to  operate 
them  unless  very  severe  power  demands  justified  the  risk 
of  serious  damage  to  not  onlv  the  water  wheel  but  the  entire 
station. 

0.  Would  you  as  an  operator  feel  safe  in  operating  a 
machine  knowing  that  there  was  such  a  weakness  in  the 
shaft  sleeves  and  that  they  were  likely  to  break  under  or¬ 
dinary  operating  conditions'?  A.  Xo,  sir,  definitely. 

Q.  What  risk  would  you  be  taking  in  operating  under 
such  conditions?  A.  If  one  of  those  sleeves  with  a  broken 
joint  should  spring  out  far  enough  to  catch  the  side  of  the 
bearing  housing,  it  is  more  than  likely  that  the  housing 
[R.  p.  249]  would  be  torn  entirely  free  from  its  fastenings 
and  allow  full  water  pressure  to  discharge  through  the 
opening  into  the  building.  Serious  danger  of  flooding  the 
entire  building  to  head  water  level  would  result  before 
the  head-gates  could  be  closed.  This  head-gate  closure  re¬ 
quires  about  two  hours.  In  fact,  in  my  experience  in  op¬ 
erating  this  plant,  the  best  time  we  have  ever  made  in  clos¬ 
ing  these  gates  was  an  hour  and  three-quarters. 

Q.  As  a  matter  of  fact,  Mr.  Xewberry,  did  you  operate 
units  3  and  4  after  you  discovered  the  broken  sleeves  in 
units  1  and  2  ?  A.  Yes,  sir,  we  did. 

Q.  If  the  operation  of  the  machines  containing  the 
weakness  in  the  sleeves  which  you  have  described  was  as 
dangerous  as  you  say,  why  did  you  do  it?  A.  While  we 
felt  that  the  sleeves  were  not  as  strong  as  they  should  be, 
we  knew  that  units  Xos.  1  and  2  had  been  subjected  to 
extremelv  severe  conditions  bv  water  hammer  before  the 
vortex  vanes  were  installed  and  thought  that  this  was 
the  cause  of  the  failure,  and  that  the  sleeves  on  units  3 
and  4  which  had  not  been  subjected  to  the  severe  shock 
resulting  from  the  water  hammer  were  strong  enough  to 
stand  any  conditions  which  would  develop  in  ordinary 
operation.  [R.  p.  250]  Accordingly,  we  continued  to  oper- 
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ate  units  3  and  4  with,  of  course,  frequent  inspections  of 
these  sleeves.  It  was  not  until  later  that  it  developed  that 
the  sleeves  were  not  sufficiently  strong  to  stand  up  under 
continuous  operation  under  normal  loading  and  with  this 
continued  operation  of  units  3  and  4  under  normal  load¬ 
ing,  the  sleeves  in  those  units  also  failed. 

Q.  Would  it  have  been  possible  to  have  had  units  3 
and  4  ready  for  commercial  operation  prior  to  November 
15,  1932?  A.  No,  I  do  not  believe  so  but  I  do  think  that 

thev  could  have  been  readv  bv  that  time.  The  troubles 

•  »  • 

found  in  Units  1  and  2  would  have  had  to  be  corrected  in 
units  3  and  4  also,  but  all  of  the  work  could  have  been 
carried  on  simultaneously  with  that  on  units  1  and  2. 

Q.  Going  back,  Mr.  Newberry,  to  the  length  of  time 
which  you  have  now  stated  it  would  have  taken  to  install 
units  1,  2,  3  and  4  and  bring  them  into  condition  for  the 
commencement  of  commercial  operation,  I  would  like  to 
ask  you  as  an  experienced  engineer  whether  or  not  if  you 
had  been  employed  on  May  1,  1931  to  install  units  1,  2,  3 
and  4  and  bring  them  to  the  point  of  dependable  commer¬ 
cial  operation  as  soon  as  possible  within  the  limitations 
of  reasonable  expenditures  and  good  engineering  practice 
you  believe  you  could  have  done  so  prior  to  [R.  p.  251] 
November  15,  1932?  A.  No. 

Q.  The  U.  S.  District  Engineer  has  recommended  to  the 
Federal  Power  Commission  that  as  to  one-half  of  the  power 
plant  and  other  principal  project  works  June  1,  1932  be 
taken  as  the  period  of  commencing  commercial  operation 
and  as  to  the  other  half  of  the  plant  January  1,  1933.  The 
District  Engineer  also  stated  that  he  believed  the  plant 
could  have  been  completed  six  months  earlier  than  it  was 
actually  completed.  On  the  other  hand,  Mr.  Logan  has 
recommended  to  the  Federal  Power  Commission  that  June 
1,  1932  be  taken  as  the  date  of  completion  of  the  entire 
hydro  plant.  Now,  I  would  like  to  ask  you,  Mr.  Newberry, 
whether  or  not  you  think  that  the  U.  S.  District  Engineer, 
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Mr.  Logan  or  any  other  engineer  faced  with  the  conditions 
that  you  were  actually  faced  with  could  have,  within  the 
limitations  of  reasonable  expenditures  and  good  engineer¬ 
ing  practice,  installed  and  brought  to  the  point  of  depend¬ 
able  commercial  operation  units  1,  2,  3  and  4  prior  to 
November  15,  1932  ?  A.  I  do  not  see  how  that  would  have 
been  possible. 

Q.  The  L\  S.  District  Engineer  in  his  report  stresses  the 

fact,  Mr.  Newberry,  that  as  of  June  1,  1932,  94  per  cent  of 

the  cost  of  the  job  had  been  expended.  [R.  p.  252]  Faced 

with  the  conditions  with  which  you  were  faced,  did  it 

reallv  make  anv  difference  how  much  of  the  cost  of  con- 
•  % 

struct  ion  had  been  expended  at  any  particular  time  in 
determining  when  the  plant  could  have  been  ready  for 
commercial  operation?  A.  No,  sir,  I  see  no  real  relation¬ 
ship  between  any  amount  of  expenditure  and  the  time  when 
the  plant  would  be  ready  for  commercial  operation.  If  I 
were  building  an  automobile  and  I  had  the  automobile  com¬ 
pleted  except  for  the  fourth  wheel,  it  might  be  a  very  small 
part  of  the  cost,  but  I  certainly  would  not  have  an  auto¬ 
mobile  which  could  be  operated  commercially  or  otherwise 
until  I  had  finished  and  installed  the  fourth  wheel.  The 
fact  is  that  in  order  to  put  that  plant  in  commercial  opera¬ 
tion  both  the  generators  and  the  turbines  for  units  1,  2,  3 
and  4  had  to  be  ready  to  run  continuously  and  to  be  a  regu¬ 
lar  source  of  power,  and  that  in  my  opinion  could  not  have 
been  the  fact  within  the  limitations  of  reasonable  expendi¬ 
tures  and  good  engineering  practice  prior  to  November  15, 
1932. 

[R.  p.  253]  Mr.  Tucker:  Do  you  wish  to  cross-examine  at 
this  time  ? 

Mr.  Goetz:  Probably.  I  have  a  few  questions  I  would 
like  to  ask  this  witness  at  this  time.  However,  in  view  of 
the  fact  that  he  has  read  more  than  fifty  pages  of  testimony, 
I  ask  that  we  be  permitted  to  cross-examine  this  witness 
at  a  later  time  if  we  find  it  necessary. 
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Cross-examination  by  Mr.  Goetz: 

Q.  Mr.  Newberry,  you  have  stated  that  you  kept  daily 
logs  of  all  tests  beginning  with  the  date  of  October  12, 1931. 
A.  Yes. 

Q.  And  at  these  tests  were  the  equipment  manufac¬ 
turers  present  ?  A.  Their  representatives  were  there, 
practically  all  of  the  time  during  operations. 

Q.  Did  the  equipment  manufacturers  keep  logs  or  make 
reports  on  the  ?*esults  of  those  tests?  A.  I  do  not  know 
what  reports  they  made.  It  is  customary,  however,  for  the 
manufacturers’  representatives  to  keep  their  own  records, 
which  they  do  not  submit  to  the  operating  men. 

Q.  You  never  saw  a  copy  of  a  report  prepared  by 
[R.  p.  254]  them  if  they  did  prepare  a  report?  A.  No,  sir. 

Q.  Did  you  hear  anyone  speak  of  those  reports  or  logs? 
A.  Not  as  I  recall. 

Q.  Is  there  anyone  on  the  staff  of  the  Puget  Sound 
Power  &  Light  Company  who  is  more  familiar  with  those 
tests  than  you  are?  A.  No,  sir,  I  don’t  believe  so. 

Q.  Had  you  made  tests  of  this  nature  before?  A.  Yes, 
sir. 

Q.  On  what  sized  units?  A.  19,000  kva.  units. 

Q.  That  is  almost  as  big  as  this  one?  A.  Bigger. 

Q.  In  fact,  it  is  bigger,  isn’t  it?  A.  Yes. 

Q.  Had  these  units  been  tested  at  the  manufacturer’s 
pl^nt  before  they  were  shipped  to  the  project,  that  is  what¬ 
ever  project  you  were  working  on  at  that  time?  A.  No, 
sir. 

Q.  TVhat  is  the  largest  size  unit  that  ever  is  tested  at 
a  manufacturer’s  plant?  A.  In  water  wheels,  I  don’t  be¬ 
lieve  that  very  large  units  are  ever  tested  at  the  manufac¬ 
turer’s  plants,  [R.  p.  255]  due  to  the  fact  it  is  impossible 
for  them  to  provide  head  conditions  and  water  supply. 

Q.  Leaving  that  aside  for  the  moment,  how  about  gen¬ 
erating  units?  A.  Generators  are  very  frequently  tested 
in  quite  large  sizes. 
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Q.  IVas  it  the  generating  unit  or  water  wheel  that  de¬ 
veloped  the  most  trouble  at  Project  943?  A.  In  operating 

difficulties  it  was  the  water  wheel  almost  exclusivelv. 

•> 

Q.  When  matters  were  referred  to  equipment  manufac¬ 
turers  for  study,  were  written  reports  ever  made  on  those 
studies?  A.  Xot  that  I  know  of. 

Q.  How  did  you  know  what  they  found  out  as  a  result 
of  their  further  study?  A.  By  the  results  that — the 
changes  that  they  made  and  the  results  accomplished. 

Q.  They  were  changes  in  structure?  A.  Well,  in  the 
matter  of  the  vortex  vanes,  ves. 

Q.  In  what  other  instance  were  the  changes  in  struc¬ 
ture?  A.  Xo  changes  in  structure  other  than  the  change 
in  the  bearings  on  the  pump. 

Q.  There  were  changes  in  size,  or  changes  in  [R.  p.  256] 
material?  A.  There  were  changes  in  material. 

Q.  And  that  could  not  have  been  foreseen?  A.  Ap¬ 
parently  not. 

Q.  On  this  19,000  kva.  unit  you  tested,  did  they  have 
bearing  trouble?  A.  They  did  not  have  bearing  trouble 
with  the  pumps  as  we  did  in  this  case.  There  was  no 
trouble  with  the  oil  pump  in  this  case.  However,  at  the 
Baker  River  project  we  had  a  serious  difficulty  that  took 
some  eight  or  nine  months  to  correct.  If  you  care  to,  I 
will  go  into  it  a  little. 

Q.  Yes,  I  would  like  to  have  that.  A.  All  right.  The 
machines  at  Baker  River — 

Q.  This  was  a  project  of  the  company?  A.  Yes,  sir. 
The  water  wheels — two  water  wheels  on  each  unit — the 
water  wheels  are  overhung  at  the  end  of  the  shaft  with  the 
generator  between  them,  the  rotors  supported  on  horizontal 
bearings.  The  water  wheels  are  designed  with  hydraulic 
thrust,  the  bearings  themselves,  two  units  working  on 
opposite  ends  of  the  shaft  are  supposed  to  correct  any 
longitudinal  thrust,  and  there  is  no  thrust  bearing  on  those 
units  except  for  small  collar  which  will  take  care  of  the 
normal  oscillation  of  the  shaft  when  the  machine  is  start- 
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ins:  up  [R.  p.  257]  or  shutting  down.  The  design  of  the 
draft  tubes  was  such  that  they  would  not  balance,  and  con¬ 
sequently  the  shaft  would  be  forced  to  one  end  of  its  pos¬ 
sible  travel,  bear  very  heavily  on  this  small  collar,  and  it 
might  without  any  notice  at  all  swing  to  the  other  end  and 
bear  on  the  other  side,  the  other  collar.  As  a  result,  as  I 
recall,  there  were  some  three  or  four  bearing  burn-outs, 
not  exactly  burn-outs,  but  serious  damage  to  the  bearing 
which  ultimately  required  their  being  removed,  rebabbitted 
and  remachined.  Experiments  of  all  types  were  carried 
on,  providing  additional  hydraulic  balance  on  the  head  of 
the  runners,  and  finally  the  manufacturer,  after  some  time, 
supposedly  in  study  in  their  engineering  department,  de¬ 
cided  to  test  the  quarter-turn  by  filling  up  certain  parts  of 
it  \yith  concrete :  in  other  words,  changing  the  shape  of  the 
water  passage.  That  was  done  and  apparently  corrected 
the  difficulty  and,  then  they  provided  new  draft  tubes  for 
the  two  units — new  quarter-turns,  four  of  them  for  the  two 
units.  We  have  had  other  cases  at  the  "White  River  plant. 
On  unit  Xo.  3  it  took  nearly  two  months  before  we  got 
the  machine  up  to  full  load,  due  to  the  fact  that  the  wheel 
would  vibrate  very  dangerously  when  you  got  up  about 
half  [R.  p.  258]  load,  and  it  was  only  after  almost  daily 
tests,  wires  between  the  erector  and  his  office,  before  they 
devised  a  system  for  additional  pressures  to  be  applied 
to  two  sides  of  the  runner,  for  eliminating  that  vibration. 
Those  things  frequently  happen  and  in  most  cases  they 
are  expected.  Does  that  answer  your  question? 

Q.  "Who  was  the  manufacturer  of  that  water  wheel?  A. 
Allis  Chalmers  Company. 

Q.  And  when  was  that  installed  ?  A.  Which  one  do  you 
refer  to? 

Q.  Baker  River.  That  is  the  19,000?  A.  19,500  kva. 
That  was  installed  in  1925.  The  other  unit  I  mentioned 
was  installed  in  1917.  That  was  also  an  Allis  Chalmers 
wheel. 
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Mr.  Tucker:  "Will  \*ou  raise  vour  voice  a  little  bit  and 
would  you  speak  also  a  little  more  slowly? 

The  Witness:  All  right.  The  last  unit  that  I  spoke  of 
was  a  20,000  kva.  unit. 

Bv  Mr.  Goetz : 

Q.  Where  was  that?  A.  At  the  White  River  station. 
That  was  installed  in  1918 — 1917  and  191S. 

Q.  Will  you  give  the  name  of  the  plant  where  you  had 
the  1925  installation?  [R.  p.  259]  A.  The  Baker  River  plant. 

Q.  Will  you  proceed  with  the  statement  you  started  to 
make?  A.  I  said  that  was  the  Baker  River  plant.  That 
was  the  answer  to  your  last  question. 

Q.  Who  designed  those  water  wheels?  A.  Those  were 
Allis  Chalmers  units. 

Q.  They  were  not  designed  by  Stone  &  Webster?  A. 
No,  sir. 

Q.  They  do  not  design  any —  A.  Water  wheels  are 
invariably,  I  believe,  designed  by  the  manufacturers  them¬ 
selves. 

Q.  They  have  complete  discretion?  A.  Yes,  sir.  Their 
final  plans  are  submitted  to  the  engineers  for  approval, 
largely  with  the  matter  of  size  in  mind,  so  that  the  design 
of  the  building  can  be  adapted  to  the  wheels.  There  are 
sometimes  changes  requested  which  will  improve  the  build¬ 
ing  design.  Also,  there  are  sometimes  changes  requested 
in  the  matter  of  material.  As  a  matter  of  instance,  certain 
parts  that  are  subject  to  wear  might  be  proposed  by  the 
manufacturer  to  be  of  steel:  possibly  the  engineers  would 
prefer  bronze.  Matters  of  that  kind  are  always,  of  course, 
decided  by  conference. 

[R.  p.  260]  Q.  Did  the  troubles  you  had  at  White  River  and 
Baker  River  have  anything  to  do  with  the  change  of  the 
design  of  the  bearings  on  the  turbines  used  in  this  project  ? 
A.  No,  sir.  The  design  of  the  Rock  Island  wheels,  of  course, 
was  based  entirely  upon  the  conditions  at  that  particular 
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development.  That  holds  with  any  hydro  development. 
There  are  practically  no  cases  where  two  developments  have 
verv  much  in  common.  A  little  change  in  head,  different 
capacity  of  machines,  and  types  of  stations,  all  bear  on  the 
design.  Consequently  any  water  wheel  is  designed  to  meet 
the  particular  conditions  on  the  job  for  which  it  is  intended. 

Q.  But  this  had  a  different  type  of  bearing,  I  believe  you 
said?  One  you  called  a  hydraulic  and  pneumatic —  A. 
Lignum  vitae  bearim?. 

Q.  Now,  to  make  it  clearer  to  me:  What  type  of  bearing 
did  the  Baker  River  plant  have?  A.  The  Baker  River 
plant  has  horizontal  units  and  the  shaft  runs  in  just  stand¬ 
ard  babbitt  lined  journals. 

Q.  Did  the  "White  River  have  a  vertical  shaft  ?  A.  Xo, 
it  was  a  horizontal  shaft  and  also  had  babbitt  lined  journals. 

•  Q.  Rock  Island  is  vertical  ?  A.  Rock  Island  is  vertical. 
It  has  a  babbitt  faced  [R.  p.  261]  plate. 

Mr.  Tucker:  "When  vou  sav  “it’?  make  it  clear  what  vou 

»  *  V 

are  talking  about. 

The  Witness:  The  Rock  Island  units  are  called  vertical 
shaft  units.  Of  necessity  something  had  to  be  provided  to 
hold  that  shaft  in  a  vertical  position  and  to  carry  the 
weight  of  the  entire  unit.  That  is  done  on  what  is  called 
a  thrust  bearing.  The  thrust  bearing  at  Rock  Island  is  a 
large  babbitted  plate  on  which  runs  a  steel  facing  plate 
called  the  thrust  block,  just  a  big  knob  attached  to  the 
shaft.  The  entire  weight  is  carried  on  that  part.  In  addi¬ 
tion  to  a  bearing  to  support  the  weight  of  the  unit,  you 
must  have  something  to  keep  it  from  going  from  one  side 
to  the  other.  On  Rock  Island  units  that  is  done  by  two 
guide  bearings,  one  a  babbitt  lined  guide  bearing  incorpo¬ 
rated  in  the  same  housing  with  the  thrust  bearing.  That 
was  furnished  by  the  General  Electric  Company  as  part 
of  the  generator  and  runs  in  a  oil  bath.  The  second  bearing 
is  built  in  the  cover  plate  of  the  water  wheel.  That  is  a 
wood  bearing,  lignum  vitae  lined  bearing,  that  holds  the 
other  end  of  the  shaft.  That  has  no  oil  lubrication;  it  is 
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lubricated  entirely  by  water  supplied  from  the  scroll  case 
or  some  other  supply,  and  is,  [R.  p.  262]  of  course,  subject 
to  considerable  wear.  Any  time  that  the  river  is  carrying 
any  silt,  naturally  that  silt  goes  through  the  bearing  and 
has  a  tendency  to  erode  not  only  the  wood  facing,  but  the 
steel  part  of  the  shaft.  Consequently,  they  put  these  sleeves 
on  the  shaft  at  the  point  of  the  lignum  vitae  bearing,  so  as 
it  wears  down  and  gets  to  a  point  where  it  is  impossible 
to  further  adjust  the  bearing,  you  can  take  the  sleeves  off 
and  replace  them  with  new  ones  and,  it  was  those  sleeves 
which  developed  the  weakness  I  mentioned  a  few  moments 
ago. 

Q.  Baker  River  and  White  River  plants  are  so-called 
high  head  hydroelectric  plants,  aren’t  they?  A.  Yes;  the 
head  at  Baker  River  is  around  240  feet  and  at  White  River 
it  is  something  over  440  feet. 

Q.  So  the  tests  made  there  are  not  at  all  comparable 

to  the  tests  made  at  Rock  Island,  are  thev  ?  A.  Thev  are  not. 

*  * 

Q.  So  they  could  not  be  used  as  an  example  then,  or 
could  thev?  A.  How  do  vou  mean  that? 

Q.  Well,  the  tests  are  entirely  different  because  the 
equipment  is  totally  different?  A.  Yes.  I  have  stated 
already  that  there  are  no  two  plants  that  are  alike.  Conse¬ 
quently,  you  can’t  use  with  any  degree  of  certainty,  the 
information  which  you  have  [R.  p.  263]  gained  in  the  tests 
of  one  unit  in  either  the  design  or  the  operation  of  another 
unit.  Each  unit  has  to  be  handled  individually.  Or  rather, 
each  development  has  to  be  handled  individually. 

Q.  Have  you  ever  tested  a  low  head  plant?  A.  I  have 
never  actually  tested  it,  no.  However,  the  principles  in¬ 
volved  in  the  testing  are  very  much  the  same. 

Q.  Except  that  the  equipment  is  different?  A.  Well, 
the  equipment  might  be  different  physically.  However,  the 
principles  involved  are  very  much  the  same. 

Q.  The  bearings  are  totally  different,  aren’t  they?  A. 
They  are  different  in  shape,  yes.  However,  the  design  is 
based  on  the  same  principles. 
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Q.  Which  units  developed  water  hammer?  A.  Units  1 
and  2  developed  the  water  hammer.  There  was  no  occasion 
for  it  to  show  up  on  units  3  and  4  because  the  vortex  vanes 
had  already  been  developed  by  the  study  of  units  1  and  2, 
and  were  installed  on  units  3  and  4. 

Q.  Were  Allis-Chalmers’  representatives  there  when 
this  water  hammer  developed  ?  A.  Yes,  sir. 

Q.  And  it  was  referred  to  them  for  study?  A.  Yes,  sir. 

Q.  Did  they  make  a  written  report  on  that?  [R.  p.  264] 
A.  I  do  not  know.  It  was  not  made  to  me.  However,  I  was 
working  with  Mr.  White  during  all  of  his  experimentation 
on  the  vortex  vanes.  In  fact,  in  the  testing  of  those  for 
smoothness  of  operation,  he  and  I  sat  together  and  each  of 
us  took  a  pad  of  paper.  We  would  set  the  machines  at  a 
certain  load  and  each  of  us  would  make  our  observations 
separately  as  to  whether  we  thought  the  roughness  had  been 
corrected  any  over  the  previous  test.  Then,  when  we  were 
thi;ough  the  test  we  compared  and  if  we  didn’t  agree  we 
would  go  back  and  reset  on  that  same  load  condition  to 
further  check.  When  we  got  through  the  machines  were 
operating  satisfactorily  and  I  would  be  rather  surprised  if 
a  written  report  were  made  as  to  why  the  thing  had  been 
improved.  I  do  know  that  there  was  correspondence  in 
which  everybody  admitted  that  the  water  hammer  had  been 
corrected  satisfaetorilv. 

Q.  And  Mr.  White  was  the  one  responsible  for  changing 
the  vortex?  A.  Mr.  White  himself  developed  the  vortex 
vanes  and  he  supervised  all  of  the  shop  work  in  their 
fabrication,  and  he  studied  the  effect  of  each  change  per¬ 
sonally. 

Q.  How  long  had  the  units  been  operating  before  you 
discovered  this  water  hammer?  A.  Well,  thev  had  been 
operating  from  time  to  time  [R.  p.  265]  for  a  month  or  six 
weeks,  two  months,  from  October  29,  I  believe,  to  Decem¬ 
ber  21. 

Q.  Do  you  blame  the  water  hammer  on  the  bearing 
trouble,  or  do  you  blame  the  bearing  trouble  on  the  water 
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hammer?  A.  Well,  the  water  hammer  certainly  was  not 
a  result  of  bearing  trouble.  That  was  a  condition  developed 
purely  down  inside  the  water  passages  of  the  turbine. 

Q.  So  that  the  bearing  trouble  then  resulted  from  the 
water  hammer?  A.  It  is  pretty - 

Q.  The  bearing  trouble - 

Mr.  Tucker :  He  is  answering  a  question. 

By  Mr.  Goetz: 

Q.  The  bearing  trouble  resulted  from  the  water  ham¬ 
mer?  A.  Which  bearing  trouble  do  you  refer  to? 

Q.  You  referred  to  the  shaft  sleeve  trouble.  That  was 
bearing  trouble,  wasn’t  it?  A.  The  breakage  of  units  1 
and  2  before  the  breakage  on  3  and  4,  I  believe  was  a 
result  of  the  severe  shocks  on  that  bearing  resulting  from 
this  water  hammer. 

Q.  Well,  the  water  hammer  was  observed  first,  wasn’t 
it  ?  A.  Surely. 

[R.  p.  266]  Q.  Had  any  part  of  the  generating  units  been 
tested  at  the  manufacturer’s  plant,  the  coils,  the  rotor, 
the  stator  coils —  A.  We  were  informed  by  the  General 
Electric  Company  engineer  that  all  of  the  coils  in  the 
generator  stator  had  been  tested  to  around  33.000  volts 
before  they  left  the  factory.  The  field  windings,  rotor 
windings,  and  probably  the  excitors,  had  also  been  given 
at  least  the  standard  A.  I.  E.  E.  test  before  they  left  the 
factorv. 

Q.  But  you  say  because  of  their  size  they  could  not 
be  tested  as  a  run  test?  A.  They  could  not  have  been 
tested  as  an  operating  unit,  no. 

Q.  They  put  them  on  as  a  generator,  don’t  they?  A. 
The  generator  as  it  was  manufactured  had  only  one  bear¬ 
ing  and  the  other  bearing  was  in  the  waterwheel.  It  would 
have  been  difficult  to  assemble  the  unit.  Another  thing, 
it  would  have  been  more  difficult  to  tear  it  down  and  ship 
it,  which  would  have  to  be  done,  and  then  reassemble  it. 
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Such  matters  as  the  rotor  rim,  it  is  not  good  policy  to 
tear  those  things  down  and  put  them  together  again.  When 
they  are  put  together  they  are  supposed  to  stay  for  the 
rest  of  their  life, 

Q.  When  defects  were  discovered  in  equipment,  did 
[R.  p.  267]  you  expedite  all  tests  on  it?  A.  Yes,  whenever 
any  testing  was  to  be  done  it  was  done  as  rapidly  as  it 
could  be  done. 

Q.  And  the  manufacturer  notified  of  any  changes  that 
were  necessary?  A.  Well,  the  manufacturer  was  there  on 
the  job,  or  his  representative. 

Q.  Did  he  notify  the  main  office  immediately?  A.  As 
far  as  I  know,  he  did.  He  claimed  he  did.  We  didn’t  see 
the  report  ourselves. 

Q.  Are  bearing  seizures  troubles  quite  common,  to  your 
knowledge  ?  A.  They  are  not  quite  common,  but  they  are 
not  uncommon.  You  always  have  to  expect  that.  There 
are  cases  after  equipment  has  been  in  operation  for  years, 
where  bearing  troubles  develop. 

Q.  How  many  units  did  it  develop  on  here?  A.  We  did 
not  have  any  bearing  seizure  on  any  of  the  units.  We 
had  bearing  seizure  on  the  governor  oil  pump. 

Q.  Isn't  that  one  of  the  units?  A.  It  is  one  of  the 
appurtenances. 

Q.  You  had  it  on  all  four  of  them?  A.  We  only  had 
three  pumps  and  had  bearing  seizure  on  two  of  them. 

Q.  Two  out  of  three?  [R.  p.  268]  A.  Yes,  sir. 

Q.  You  discovered  quite  early  that  there  was  something 
wrong  with  the  pump  cylinders,  at  least,  it  was  discovered 
you  would  require  more  pressure  than  was  provided  for  in 
the  contract.  Is  that  true?  A.  No,  that  was  not  discovered 
untjl  the  time  official  tests  were  being  made,  which  was  in 
February  of  1932. 

Q.  And  then  you  were  authorized  to  periodically  raise 
the  pressure  on  those  cylinders.  Is  that  true?  A.  Not 
immediately,  no  sir.  It  was  first  necessary,  of  course,  to 
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make  a  studv — for  a  studv  to  be  made  bv  the  designers  to 
determine  whether  the  equipment  would  stand  it. 

Q.  How  long  did  that  study  take?  A.  Well,  it  took 
some  two  or  three  weeks  as  it  actually  happened. 

Q.  And  the  facts  proved  that  you  could  have  raised 
that  pressure  immediately.  It  -would  not  have  been  neces¬ 
sary  to  go  through  that  progressive  stage?  A.  Well,  pos¬ 
sibly,  after  the  job  was  all  done  and  the  studies  had  all  been 
made,  and  the  pressure  had  been  raised  and  the  equipment 
had  all  been  tested,  we  could  see  it  would  have  been  all  right 
to  do  it  right  off  the  bat,  but  where  you  are  dealing  with 
a  proposition  of  that  sort — I  might  explain  that  Governor 
Oil  System — each  pair  of  units  has  one  governor  oil  sys¬ 
tem  and  in  that  oil  system  there  are  [R.  p.  269]  some  3,500 
gallons  of  oil.  That  is  maintained  at  a  pressure,  or  was  at 
that  time,  of  between  175  and  200  pounds.  If  you  have  a 
breakage,  say,  an  explosion  of  that  pressure  tank,  which 
is  a  large  tank  partially  filled  with  air,  if  that  thing  should 
let  go,  immediately  your  3,300  gallons  of  oil  would  be  in  a 
position  to  be  discharged.  It  sometimes  happens  that 
when  you  have  such  an  explosion  your  oil  catches  fire. 
Thirty-three  hundred  gallons  of  oil  burning  in  a  station 
of  that  sort  would  have  done  a  tremendous  amount  of  dam¬ 
age.  It  would  have  been  foolhardly  to  go  right  ahead  and 
raise  that  pressure  and  take  those  chances.  You  would 
have  ruined  probably  all  the  generating  equipment  in  the 
place,  besides  a  lot  of  other  damage,  if  you  had  taken  such 
a  risk. 

Q.  When  did  you  say  that  you  discovered  that  these 
pumps  were  not  operating  properly?  A.  Well,  I  didn’t 
state  when  the  pumps  were  not  operating  properly.  I  did 
state,  though,  that  we  had  the  third  bearing  seizure  on 
December  12th. 

Q.  What  year?  A.  1932. 

Q.  And  units  1  and  2  had  been  first  tested  out  in  Decem¬ 
ber,  1931,  a  year  before,  approximately?  A.  Yes,  but  as 
I  stated  a  while  ago,  we  did  not  [R.  p.  270]  find  that  the 
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oil  pressure  was  not  sufficient  until  the  time  of  the  official 
tests  in  February  of  1932. 

Q.  Why  not  ?  A.  It  had  not  developed ;  it  had  not  been 
apparent. 

Q.  The  wheels  had  been  operating,  had  they  not  ?  A. 
They  had  not  been  operating  at  the  full  head — rather,  the 
operation  at  the  full  head  had  not  been  possible  until  the 
head  had  been  raised  following  the  completion  of  the 
cofferdam  in  December. 

,  Q.  What  is  that  head  ?  A.  32-foot  head  is  the  high  head. 

Q.  What  had  it  been  operated  at  prior  to  December  12, 
1932?  A.  I  couldn't  say  offhand,  but  approximately  around 
25  feet. 

Q.  Is  there  any  reason  why  you  could  not  find  the  trouble 
at  the  25-foot  head  ?  A.  Very  good  reasons.  The  pressures 
on  the  wicket  gates,  which  it  is  necessary  to  overcome  by 
the  gate  operating  mechanism,  change  considerably  with 
pressures  and  velocities  through  the  gates.  Those  velocities 
through  the  gates  will  varv  even  with  the  same  head,  with 
changes  in  tailwater.  So  it  is  very  reasonable  that  that 
would  not  develop  until  we  got  just  the  right  condition  for  it. 
[R.  p.  271]  The  wicket  gates — if  I  may  proceed  a  little  bit, 
it  is  an  extremely  serious  proposition.  You  get  a  machine 
loaded  up  and  then  your  transmission  line  opens,  and  if 
you  haven't  got  power  to  operate  the  gates,  close  the  gates 
down,  the  machine  overspeeds,  because  your  machine  is 
set  to  carry  full  load  on  the  unit,  and  if  you  can’t  shut  the 
water  off  the  unit  will  overspeed.  It  is  absolutely  necessary 
that  the  machine  be  running  at  normal  speed  before  it  can 
be  synchronized  ready  to  pick  up  the  line.  If  you  couldn’t 
operate  the  gates  you  would  just  be  stuck. 

Q.  Who  manufactured  that  pump?  A.  Allis-Clialmers 
Company. 

Q.  Had  they  ever  manufactured  one  of  that  size  before? 
A.  Oh,  yes. 

Q.  Had  they  ever  made  tests  to  see  if  they  would  oper¬ 
ate  under  240  pounds  pressure  instead  of  175?  A.  I  don’t 
know  whether  they  did  on  that  size  pump. 
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Q.  Did  you  make  any  inquiry  as  to  that?  A.  I  don’t 
recall. 

Q.  Who  would  you  refer  me  to  to  find  that  out?  A. 
Probably  Mr.  White. 

Q.  No  one  in  the  Stone  &  Webster  Engineering  [S.  p. 
272]  Corporation?  A.  I  don’t  know.  Maybe  Mr.  Anthony 
could  give  you  that  information. 

Q.  Have  you  had  any  bearing  trouble  since  January, 
1933  ?  A.  Xot  with  seizure,  no. 

Mr.  Goetz :  Mr.  Examiner,  I  would  like  to  ask  for  three 
of  four  minutes’  recess  to  confer  with  my  colleagues. 

Examiner  Marsh:  Go  ahead. 

(Whereupon  a  short  recess  was  taken,  at  the  conclusion 
of  which  the  following  occurred) : 

Examiner  Marsh:  Is  counsel  prepared  to  proceed? 

Mr.  Goetz:  Yes,  sir. 

By  Mr.  Goetz: 

Q.  Mr.  Xewberrv,  you  stated  that  since  January,  1933, 
you  had  had  no  bearing  seizure  troubles?  A.  That  is  right. 

Q.  Have  you  had  any  other  troubles  at  this  point  since 
then,  that  is,  of  the  same  nature  that  you  had  during  the 
test  period?  A.  We  have  had  the  breakage  of  the  sleeves 
on  units  3  and  4.  which  I  mentioned  a  while  ago. 

Q.  How  about  units  1  and  2?  A.  We  have  had  no 
trouble  with  the  bearings  on  1  and  2  since  we  replaced 
those  sleeves. 

[R.  p.  273]  Q.  Then,  you  had  trouble  up  to  January  1, 1933, 
and  after  that  no  trouble  at  all?  A.  Well,  I  stated  in  my 
early  testimony  that  the  breakage  on  units  1  and  2  was 
discovered  in  1933,  shortly  after — well,  it  was  August,  1933. 
We  had  some  trouble  with  the  pump  bearings.  We  have 
had  two  cases  where  the  bearing  has  been  pushed  out  of 
the  housing,  due  to  the  failure  of  the  bearing  anchor.  There 
has  been  all  of  the  normal  operating  troubles,  I  think,  that 
alwavs  occur  in  anv  waterwheel.  We  have  had  wear  on 
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the  hearing  blocks,  and  have  had  to  replace  them,  and  wear 
in  the  housings  that  had  to  be  corrected.  The  conditions, 
I  believe,  are  what  you  would  expect  normally  in  a  water 
power  plant,  with  the  exception  of  the  sleeve  breakages. 

Q.  Practically  the  same  troubles,  then,  that  you  had 
during  the  test  period?  A.  Xo,  the  troubles  we  had  during 
the  test  period  were  very  definite  and  very  unusual  troubles. 
Tlio^e  are  not  the  troubles  that  occur  in  normal  operation. 
For  instance,  this  water  hammer  is  a  thing  that  does  not 
occur  in  normal  operation.  That  is  something  that  when  it 
is  corrected,  if  it  is  corrected  to  meet  normal  operating 
conditions,  does  not  have  to  be  done  again.  [R.  p.  274] 
Then,  insufficient  power  to  operate  the  wicket  gates,  after 
we  provide  the  power  to  operate  the  wicket  gates,  that  is 
ended.  There  is  always  wear  and  tear  in  any  piece  of 
equipment.  You  have  had  the  same  thing  in  an  automobile 
that  you  had  to  care  for  periodically.  'When  you  get  a  new 
automobile  you  get  a  certain  amount  of  service  with  it  that 
takes  care  of  the  troubles  that  develop  within  a  reasonable 
operating  time. 

Q.  The  shaft  sleeve  trouble  was  due  to  defect  in  design, 

vou  said?  A.  I  wouldn't  call  it  necessarilv  a  defect  in 
•  * 

design.  It  was  maybe  a  little  optimism  in  design,  and  the 
section  wa>  apparently  too  small  to  stand  the  load  it  was 
required  to  carry. 

Q.  Why  would  they  be  optimistic  in  designing  a  bearing 
the  first  time?  'Wliv  wouldn't  thev  go  ahead  and  design  it 
correctly?  A.  As  I  stated  in  my  original  testimony,  that 
is  a  thing  vou  can’t  work  out  on  a  drafting  table  with  anv 
degree  of  certainty.  You  don’t  know  what  the  loading 
conditions  will  be,  because  thev  will  varv  with  different 
installations,  and  a  large  part  of  the  design  has  to  be  based 
on  experience.  That  is  why  the  design  is  left  to  the  manu¬ 
facturer,  because  they  have  experience  in  that  thing.  This 
was  the  largest  unit  in  physical  size  that  had  [R.  p.  275] 
been  built  up  to  that  time.  It  is  likely  that  such  conditions 
had  not  developed  in  previous  units.  They  based  the  design 
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of  the  sleeve  on  units  operating  under  smaller  conditions, 
and  to  the  best  of  their  knowledge  the  design  was  adequate, 
but  it  proved  it  was  not. 

Q.  I  may  not  use  the  correct  terms,  but  you  stated  they 
increased  the  size  of  the  bearing  from  one  and  a  fraction  to 
two  and  a  fraction  inches?  A.  They  increased  the  size  of 
the  sleeve  from  one  and  a  half  to  two  inches. 

Q.  How  much  does  a  sleeve  cost  ?  A.  One  set  of  sleeves 
costs  about  $1,S00. 

Q.  That  is  a  very,  very  small  proportion  of  one  per  cent 
of  the  total  cost,  then,  isn't  it?  A.  It  probably  is. 

Q.  And  that  caused  a  great  portion  of  the  trouble?  A. 
Yes. 

Q.  You  stated  that  Allis-Chalmers  designed  the  water¬ 
wheels?  A.  Yes. 

Q.  "lYho  designed  the  remainder  of  the  equipment  for 
the  Rock  Island  Project?  A.  What  do  you  mean  by  that? 

Q.  I  will  say  the  generators  and  the  electrical  equipment. 
[R.  p.  276]  A.  The  General  Electric  Company  designed  and 
manufactured  the  generators.  The  Westinghouse  Company 
designed  and  manufactured  the  oil  circuit  breakers,  and 
the  transformers  and  the  fans  and  various  pumps  and 
other  auxiliaries  around  the  place  were  designed  and  built 
by  various  other  manufacturers. 

Q.  And  they  were  built  according  to  definite  specifica¬ 
tions,  were  they?  A.  They  were — specifications  by  whom? 

Q.  Were  they  built  to  definite  specifications?  A.  I  don’t 
know  as  to  that.  They  were - 

[R.  p.  277]  Examiner  Marsh:  Who  constructed  the  models, 
do  you  know,  the  model  plant  Mr.  Anthony  referred  to  as 
having  been  made  and  tests  made  on  it? 

The  Witness :  That  was  for  the  hydraulic  structures,  or 
for  the  water  wheel  model?  I  believe  he  mentioned  two 
models. 

Mr.  Tucker:  Do  you  know  who  made  them? 

The  Witness:  I  don’t  know  who  made  the  hydraulic 
structures  model.  That  was  made  at  Worchester  Polytech, 


118 


(A.  P.  Newberry,  Licensee,  Cross,  Cont’d.) 

I  believe.  Allis  Chalmers  made  the  model  for  the  water 
wheel  themselves.  They  designed  the  model  and  conducted 
the  tests  and  from  the  information  they  gained  from  the 
model  they  designed  the  large  units.  As  to  your  question, 
I  might  say  this,  that  the  equipment  is  built  to  furnish 
certain  service.  The  details  of  the  equipment  and  the  manu¬ 
facturer  of  the  equipment  are  left  to  the  manufacturer,  to 
furnish  equipment  that  will  meet  that  service. 

Bv  Mr.  Goetz: 

Q.  Xo  specifications  were  given  then  by  the  Stone  & 
"Webster  Engineering  Corporation,  nor  the  licensee  in  this 
instance  ?  A.  As  to  design  ? 

Q.  Yes.  [R.  p.  278]  A.  I  would  say  not  as  to  design. 

Q.  Mr.  Xewberrv,  have  you  any  opinion  as  to  the 
basic  causes  responsible  for  the  failure  of  the  coils,  the 
stator  and  the  rotor?  A.  Well,  it  was  probably  something 
in  the  process  of  assembling.  Since  the  coils  had  all  been 
subjected  to  tests  before  they  left  the  factory,  it  is  rea¬ 
sonable  to  expect  it  was  something  going  on  in  the  field. 

Q.  Did  they  have  an  experienced  man  do  that  ?  A.  Yes. 

Q.  The  first  time?  A.  Supposedly.  The  generators 
were  erected  by  the  General  Electric  Company  themselves 
and  they  selected  their  own  crew,  and  it  is  reasonable  to 
expect  they  would  certainly  not  send  an  inexperienced  man 
to  erect  a  unit  of  that  size,  particularly  since  they  were 
paying  for  it. 

Q.  Well,  will  you  state  the  basic  causes,  in  your  opinion, 
for  the  failure  of  the  rotor  and  the  stator?  I  suppose 
the  coils  you  referred  to  are  in  the  stator?  A.  There  was 
failure  in  both  of  them.  In  the  rotor  the  failure  was 
apparently  due  to  moisture. 

Q.  In  the  rotor  ?  A.  In  the  rotor,  yes.  It  had  been 
absorbed  from  the  air  in  transit  and  possibly  in  the  cold 
hipot  of  the  stator,  the  moisture  had  something  to  do  with 
that.  [R.  p.  279]  Supposedly  the  machine  was  well  dried 
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out  by  the  time  the  hot  liighpotential  test  was  made,  and  I 
never  had  any  very  definite  information  as  to  the  cause 
for  failure  of  the  stator  coils.  That  was  handled,  as  I 
stated,  entirely  by  the  General  Electric  Company. 

Q.  They  had  installed  generators  in  that  section  of  the 
country  before,  had  they  not  ?  A.  They  had  supervised  the 
installation. 

Q.  Do  you  know  if  moisture  had  ever  collected  and 
caused  the  same  troubles  at  other  places?  A.  Oh,  yes. 

Q.  Well,  why  didn't  they  anticipate  it  here?  A.  The 
only  thing  you  can  do  is  let  them  heat  long  enough  to  get 
all  the  moisture  out.  On  the  failure  of  the  rotor  at  Rock 
Island,  they  heat  them,  try  to  dry  the  moisture  out  with 
heat,  then  check  the  insulation  with  an  instrument  called  a 
megger.  That  is  the  best  means  they  have  of  determining 
the  condition  of  the  insulation.  However,  it  is  not  abso¬ 
lutely  reliable  because  moisture  might  be  present  in  small 
quantities  that  would  not  be  subject — would  not  yield  to 
the  low  voltage  applied  by  a  megger.  However,  when  you 
apply  the  full  A.  I.  E.  E.  test  [R.  p.  280]  voltage  of  1,500 
volts  it  would  allow  it  to  break  down.  In  most  cases  thev 
punctured  a  little  piece  of  paper  and  took  that  out  and 
replaced  the  paper  and  dried  out  some  more,  and  finally 
got  to  a  point  where  it  would  pass. 

Q.  Did  the  crew  that  placed  these  coils  in  the  stator  and 
also  installed  the  rotor,  ever  do  that  same  work  in  that  area 
before?  A.  I  couldn’t  say  as  to  that.  That  was  a  General 
Electric  crew.  We  had  no  particular  knowledge  as  to  the 
men,  they  were  not  our  selection  and  I  never  inquired  as 
to  their  experience,  particularly. 

Q.  You  were  the  Licensee’s  representative  on  the  job? 
A.  Yes,  sir. 

Q.  And  you  could  have  told  them  what  to  do,  could  you 
not?  A.  No. 

Q.  You  could  have  warned  them,  could  you  not?  A.  I 
probably  could. 
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Q.  Did  you?  A.  I  stated  that  as  soon  as  we  found  these 
failures  developing  we  did  get  in  conference  with  the  G.  E. 
engineers  and  gave  our  opinions  on  the  matter.  It  was  our 
idea  that  there  was  something  wrong  and  it  was  up  to  them 
to  correct  the  difficulty. 

[R.  p.  281]  Q.  Did  they  follow  your  advice?  A.  Well,  the 
business  of  the  General  Electric  Company  is  the  manu¬ 
facture  and  installation  of  generators  and  other  electrical 
equipment.  They  are  specialists  in  those  lines.  It  is  our 
business  to  operate  them.  Consequently,  we  could  hardly 
be  cbnsidered  in  a  position  to  advise  them  what  to  do. 

Q.  It  was  your  plant,  wasn’t  it?  A.  It  was  our  plant. 
We  were  vitally  interested  in  obtaining  equipment  that  was 
reliable,  dependable,  that  was  going  to  serve  the  purpose 
for  which  we  purchased  it.  We  were  anxious  that  the  work 
be  expedited,  and  as  soon  as  these  defects  developed,  we 
imniediately  got  in  touch  with  them  and  said:  “We  want 
this  thing  fixed.  We  don’t  think  this  is  right.”  We  ex¬ 
pressed  our  opinion  that  there  was  something  wrong.  They 
assured  us  that  the  equipment  was  manufactured  according 
to  their  standard  design  practice  and  that  with  further  ope¬ 
ration  the  equipment  would  be  satisfactory.  That  led  to 
the  scheme  we  used  on  the  second  generator,  of  giving  it  a 
high  potential  test  and  putting  it  on  the  load  and  giving  the 
coils  a  chance  to  properly  season,  with  the  hopes  we  would 
get  the  proper  results  from  it. 

Examiner  Marsh:  The  hearing  will  be  adjourned  to 
[R.  p.  282]  reconvene  at  two  o’clock. 

(Thereupon  at  12:35  o’clock  the  hearing  was  recessed 
until  2:00  o’clock  p.  m.  the  same  day.) 
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[R.  p.  283]  Afternoon  Session 

(Pursuant  to  the  taking  of  the  noon  recess,  the  hearing 
was  resumed  at  2  o’clock  p.  m.) 


Mr.  Goetz:  Mr.  Examiner,  I  just  have  a  couple  more 
questions  to  ask  of  Mr.  Newberry. 

Examiner  Marsh:  Go  ahead. 

Whereupon, 

A.  P.  NEWBERRY 

the  witness  on  the  stand  at  the  time  of  taking  the  noon 
recess  resumed  the  stand  and  thereupon  testified  further 
as  follows: 

Cross  examination  (Cont.)  By  Mr.  Goetz: 

Q.  Mr.  Newberry,  did  units  Nos.  3  and  4  subsequently 
fail  due  to  shaft  sleeve  trouble  after  January,  1933?  A. 
Yes. 

Q.  And  were  new  shaft  sleeves  placed  in  those  units? 
A.  Yes,  sir. 

Q.  Of  the  same  type  that  you  had  placed  in  Units  1  and 
2?  A.  Yes,  the  same. 

Q.  How  long  did  it  take  to  put  those  new  sleeves  [R. 
p.  284]  in  those  two  units?  A.  It  took  pretty  close  to  three 
months;  not  quite  three  months. 

Q.  And  they  were  out  of  operation  during  that  time? 
A.  One  of  them  we  didn’t  operate  at  all  during  the  time 
we  were  waiting  for  the  new  sleeve.  The  other  one  we 
operated  because  the  sleeve  was  not  entirely  broken.  On 
the  annual  inspection  of  that  unit,  we  always  make  a  very 
careful  inspection  of  the  sleeves,  and  we  looked  this  one 
over  and  we  found  just  incipient  cracks  which  looked  as 
though  they  were  not  all  the  way  through  but  quite  a  little, 
so  we  thought  it  was  safe  to  operate  that  unit  under  very 
favorable  conditions.  That  is,  we  operated  with  a  reason- 
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ably  flat  blade  so  that  we  would  reduce  the  load  on  the 
sleeve  to  a  minimum,  and  also  we  kept  a  dial  indicator  right 
on  the  shaft  to  indicate  anv  change  in  the  condition  of  the 
bearing.  AA'e  operated  until  we  got  the  new  sleeve.  AVhen 
we  opened  it  up  we  found  that  those  cracks  had  gone  clear 
through,  and  that  one  sleeve  would  have  only  lasted  a  few 
days  longer. 

Q.  And  when  did  you  make  that  inspection?  A.  That 
was  a  year  ago  about  now,  in  193S. 

Q.  And  you  made  no  inpection  of  that  between  January, 
1933  and  1938?  [R.  p.  285]  A.  That  was  gone  over  very 
carefullv  everv  vear  with  a  magnifving  glass.  AYe  do  that 
even  on  Units  1  and  2,  and  then  more  often  than  that  we 
just  pull  the  bearings  and  look  down  at  the  sleeve  to  check 
for  anv  failure. 

Q.  Was  that  bearing  which  you  found  defective  in  193S 
one  of  the  replaced  bearings?  A.  No. 

Q.  It  was  not  the  same  one?  A.  It  was  one  of  the  original 
bearings,  and  as  I  stated  before  we  did  not  change  that  in 
1933  because  we  assumed,  or  rather  we  thought,  that  the 
failure  on  1  and  2  was  probably  finally  caused  by  the  severe 
loading,  severe  shock,  to  which  that  bearing  had  been  sub¬ 
jected  by  the  water-hammer,  and  that  Units  3  and  4  on 
very  careful  inspection  showed  no  signs  of  failure,  and  that 
they  would  probably  run  as  long  as  they  didn’t  have  this 
water-hammer,  which  of  course  they  wouldn’t  have  with  the 
vortex  vanes  installed  on  that  unit,  but  there  is  some  shock 
on  that  bearing  all  the  time,  and  continued  operation  over 
several  years  will  finally  cause  those  sleeves  to  fail  and 
require  replacement.  In  other  words,  the  severe  shock 
broke  them  in  a  short  time;  the  minor  shock  would  take  a 
long  period  before  it  would  do  any  damage. 

Q.  Have  the  sleeves  on  Units  1  and  2  been  replaced 
[R.  p.  286]  since  1933?  A.  No. 

Q.  And  they  show  no  signs —  A.  They  show  no  signs 
of  distress.  AYe  looked  those  over  verv  carefullv.  In  fact, 
we  had  one  of  them  out  about  three  months  ago  and  there 
was  no  sign  of  distress  at  all. 
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Q.  But  the  sleeves  in  Units  1  and  2  now  are  of  different 
design  than  the  sleeves  in  Units  3  and  4.  A.  Not  now. 
Units  1,  2,  3  and  4  are  all  the  same  now. 

Q.  And  in  Units  3  and  4  they  were  put  in  as  the  result 
of  the  trouble  you  had  with  Units  1  and  2?  A.  They  were 
replaced  when  they  showed  signs  of  cracking  last  year,  and 
naturally  when  we  did  replace  them  we  used  the  heavier 
design  that  we  had  used  in  the  replacement  of  Units  1  and  2. 

Q.  On  direct  examination  I  believe  you  said  that  no 
engineer  would  take  the  chance  of  operating  Units  1  and  2 
in  the  condition  the  sleeves  were  at  the  time,  because  it 
might  cause  a  rupture  in  the  casing  and  permit  water  to 
come  in  and  flood  the  plant.  A.  Yes,  sir. 

Q.  Is  that  correct?  A.  Yes,  sir. 

[R.  p.  287]  Q.  You  didn't  have  the  same  fear  at  all  with 
respect  to  3  and  4?  A.  As  I  stated  we  didn't  run  that  one 
because  that  one  was  badly  broken,  that  is,  the  crack  was 
all  the  way  through  the  metal,  and  it  was  very  evidently 
dangerous  to  operate.  The  other  machine  had  very  fine, 
just  hairline  cracks,  which  might  be  only  surface  cracks 
and  not  go  through  the  metal,  and  the  metal  on  the  inside 
might  not  be  seriously  strained,  but  even  at  that  we  took 
the  precaution  of  providing  the  most  favorable  conditions 
for  that  unit. 

Q.  Mr.  Newberry,  will  you  please  explain  what  the  vor¬ 
tex  vane  is,  and  what  it  is  for?  A.  That  is  a  rather  diffi¬ 
cult  thing  to  do  without  a  model  of  some  sort  to  use  in  the 
discussion.  However,  I  can  say  this,  that  the  cover  plate, 
that  is  the  plate  that  goes  over  the  top  water  wheel  and 
closes  off  the  turbine  case  has  a  big  cone,  inverted  cone, 
that  rides  right  down  to  the  top  of  the  propeller  wheel. 
That  cone  serves  to  direct  the  water  which  comes  into  the 
wheel  horizontally  through  wicket  gates,  serves  to  divert 
and  turn  it  through,  90  degrees,  to  a  vertical  passage 
through  the  wheels.  The  water  comes  in  of  necessity  into 
the  wheel  case  [R.  p.  288]  itself  on  somewhat  of  an  angle  in 
the  direction  of  the  rotation  of  the  wheel.  There  is  no 
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way  that  that  can  be  prevented  and  secure  the  necessary 
type  of  gate  to  control  the  flow  of  water  to  the  wheel. 
Then  you  have  a  combination  of  velocities.  You  have  the 
water  going  in  one  direction  and  you  have  the  wheel  go¬ 
ing  in  the  same  direction  with  a  blade  at  a  different  angle, 
and  you  are  very  apt  to  get  almost  any  condition  of  flow  in 
there,  but  there  is  a  tendency  for  a  vortex  to  form  right 
around  this  point,  and  that  vortex,  just  like  a  vortex  that 
you  see  in  a  river,  it  will  build  up  and  suck  air  in  and  then 
collapse.  This  will  do  the  same  thing.  This  vortex  would 
form  and  pass  down  through  the  wheel  where  the  con¬ 
ditions  that  tend  to  form  this  vortex  are  removed.  Con¬ 
sequently  the  thing  would  collapse  and  the  water  would 
come  back  up  to  fill  the  void  so  formed,  and  strike  with  a 
terrible  blow  the  bottom  of  the  wheel. 

These  vortex  vanes  were  little  scoops  on  an  angle, 
curved  surface,  that  were  attached  right  to  this  cone,  so 
that  as  this  vortex  formed  this  scoop  would  just  dig  into 
the  water  a  little  ways  and  scoop  the  water  into  the  void 
formed  by  the  vortex,  and  consequently  keep  it  filled  up 
so  that  there  was  no  hole  to  pass  on  down  through  the 
wheel  and  collapse. 

[R.  p.  289]  Q.  Let  me  ask  you  a  question  there.  That  was 
not  provided  for  the  in  the  original  design.  Is  that  cor¬ 
rect  ?  A.  Xo,  sir,  it  was  not. 

Q.  And  Mr.  "White,  after  he  heard  this  water-hammer, 
added  that  to  the  unit.  A.  Yes,  he  did.  It  was  his  state¬ 
ment,  and  I  think  you  have  heard  that  statement  incorpo¬ 
rated  in  some  of  this  testimony,  that  they  had  never  known 
of  that  condition  to  develop  except  in  one  wheel  of  smaller 
size,  and  in  that  case  they  stopped  it  by  the  installation  of 
a  cone  in  the  draft  tube  which  would  so  regulate  the  velocitv 
change  and  consequently  the  pressure  in  the  draft  tube  that 
there  would  be  no  tendency  for  that  void  to  come  through 
the  wheel  and  collapse.  This  was  the  first  time  when  any¬ 
one  had  ever  been  able  apparently  to  visualize  just  what 
was  going  on  and  find  this  very  simple  method  of  correcting 
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that  trouble.  After  a  person  could  visualize  this  thing  and 
could  see  how  to  stop  it,  it  was  simple,  but  until  you  could 
get  that  picture  into  your  head  it  was  a  big  problem.  Then, 
after  he  got  the  idea-  it  was  absolutely  a  problem  of  cut 
and  try  to  develop  a  vane  of  the  proper  size  and  shape 
that  would  reach  out  far  enough  to  catch  the  edge  of  these 
vortices  and  scoop  in  enough  water  to  fill  it  without  going 
out  too  far,  maybe,  and  scooping  [R.  p.  290]  up  enough 
water  that  the  pressure  against  the  vortex  vanes  would  be 
too  great  to  permit  any  fastenings  that  you  might  put  on 
there  to  hold  it  in  place.  Of  course,  if  you  got  it  too  small 
then  it  would  fail  to  perform  the  purpose  for  which  it  was 
intended.  The  way  Mr.  White  did  this  might  be  of  value 
to  explain.  He  devised  some  vanes  made  out  of  boiler  plate 
and  he  made  them  plenty  large.  He  thought  they  were  much 
larger  than  would  be  necessary,  but  he  put  them  on  there 
with  the  idea  if  thev  were  too  large  he  would  cut  them  off 
with  an  acetylene  cutting  torch,  which  was  a  very  simple 
operation.  The  first  ones  he  put  on  I  think  a  little  over 
half  of  them  tore  off  and  went  down  through  the  machine 
before  the  wheel  ever  could  load  up.  He  had  to  shut  down, 
and  he  made  more  and  put  on,  and  then  he  cut  off  a  little 
bit  and  that  seemed  to  stop  the  water-hammer,  and  so  he 
cut  off  a  little  bit  more  and  tried  again,  and  he  kept  on 
until  he  got  them  too  small  so  that  no  longer  would  they 
stop  this  water-hammer.  Then,  he  had  been  taking  very 
careful  measurements  and  by  the  time  he  got  down  to  that 
point  he  was  taking  off  only  a  fraction  of  an  inch  on  each 
cut,  so  it  was  a  simple  operation  to  go  back  and  determine 
what  size  to  put  in.  [R.  p.  291]  Then  he  made  up  new  ones 
of  the  proper  size  and  shape  and  attached  to  the  cover 
plate  and  we  went  ahead  making  tests  to  determine  whether 
these  vortex  vanes  had  introduced  enough  friction  in  the 
water  passage  to  materially  reduce  the  capacity  of  the  unit. 
We  found  upon  test  that  the  unit  was  still  slightly  above 
contract  requirements. 
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Q.  To  what  extent  is  your  date  of  November  15,  1932 
based  on  equipment  failures?  A.  That  is  based,  as  I  stated, 
entirely  on  our  experience  with  the  unit.  I  also  stated  that 
the  date  of  Januarv,  of  course*  when  the  units  were  ready 
for  commercial  operation  was  established  with  some  delays 
in  the  program.  Then  on  the  basis  of  what  we  know,  or 
knew,  what  we  know  of  the  equipment,  what  had  to  be  done, 
without  allowing  any  more  than  minimum  reasonable  time 
for  determining  at  the  time  the  solution  of  the  problem, 
we  have  arrived  at  this  November  15th  date,  including  the 
adjustments  of  these  difficulties  that  were  encountered. 

Q.  Did  you  also  mention  a  September,  1932  date  this 
morning  on  direct  examination  ?  A.  September,  1932? 

Q.  Yes.  A.  Do  you  recall  in  what  connection?  I  don’t 
[R.  p.  292]  recall  now  giving  any  September,  1932. 

Mr.  Goetz:  Off  the  record,  please. 

(Discussion  off  the  record.) 

The  Witness:  That  was  on  the  reconstructed — I  know 
what  you  mean  now — yes,  I  mentioned  September  1,  1932. 

Bv  Mr.  Goetz: 

Q.  Will  you  review  that  again,  please?  A.  September 
1,  1932  was  based  on  approximately  a  month’s  test  opera¬ 
tion  after  the  oil  pressure  had  been  raised  to  the  240  pounds 
deemed  necessary  to  properly  operate  the  wicket  gates. 

Q.  Mr.  Newberry,  how  long  does  it  take  to  install  a  gen¬ 
erator  of  this  size  after  the  water  wheel  has  been  erected? 
A.  I  couldn’t  say  as  to  that.  I  don’t  know.  That  will  vary 
quite  a  little  bit.  There  are  a  good  many  factors  that 
would  come  into  that.  I  don’t  believe  it  would  be  possible 
to  state  any  definite  date  for  it,  any  definite  time  for  it. 

Q.  You  mean  that  you  cannot,  but  an  equipment  man 

from  a  manufacturer  no  doubt  could?  A.  Probably  could, 

ves. 

♦ 

Q.  Did  General  Electric  ever  estimate  the  time  it  would 
takp  to  put  in  these  units?  [R.  p.  293]  A.  I  don’t  think 
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there  is  any  question  but  that  they  did,  because  all  of  their 
work  is  scheduled.  I  believe  that  it  has  already  been  testi¬ 
fied  here  that  on  the  program  the  General  Electric  Com¬ 
pany  was  given  a  date  on  which  the  equipment  was  to  be 
erected,  and  it  would  be  their  work  to  lay  out  their  pro¬ 
gram  to  hit  that  date.  In  fact,  that  is  usually  the  case  in 
any  installation.  The  manufacturer  is  about  the  only  one 
in  position  to  have  any  idea  of  how  long  it  is  going  to  take 
to  erect  his  equipment.  That  erection  is,  I  would  say,  al¬ 
most  without  exception  done  under  the  supervision  of  a 
manufacturer’s  erector.  The  customer  wall  tell  him  when 
he  wants  that  generator  in  service,  and  the  manufacturer 
will  estimate  the  period,  usually  allowing  a  reasonable 
margin  for  difficulties  that  will  probably — unforeseen  dif¬ 
ficulties — that  will  probably  develop,  and  establish  a  date 
for  starting  of  erection. 

Q.  Mr.  Newberry,  who  insisted  upon  the  type  of  water 
wheel  in  this  case — the  owner  of  the  contractor?  A.  I  don’t 
know.  I  had  nothing  to  do  with  the  selection  of  the  equip¬ 
ment,  and  I  am  not  in  a  position  to  answer  that  question. 

Q.  I  believe  you  stated  that  it  took  one  and  three- 
[R.  p.  294]  quarter  hours  to  close  the  head  gates.  Have 
you  had  any  experience  with  butterfly  valves?  A.  Yes,  sir. 

Q.  Are  they  any  faster?  A.  I  have  had  no  experience 

with  butterflv  valves  of  a  size  sufficient  to  handle  the  water 
•> 

necessary  to  supply  these  units.  In  fact,  I  don’t  know  if 
butterfly  valves  of  that  size  have  ever  been  made.  Small 
butterfly  valves  can  be  operated  very  much  more  rapidly 
than  this  type  of  gate. 

Q.  What  was  the  size  of  the  head  gate  here?  A.  There 
are  three  openings.  I  can’t  give  you  the  accurate  dimen¬ 
sions.  They  are  about  19  feet  wide  by  some  24  feet  high; 
three  openings  for  each  unit.  It  would  be  physically  im¬ 
possible,  I  believe,  to  install  a  butterfly  valve  in  a  unit  of 
this  size  and  ever  expect  it  to  work. 

Mr.  Goetz:  That  is  all. 
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Re-direct  Examination  of  Mr.  Tucker: 

Q.  Mr.  Newberry,  in  describing  the  dimensions  of  the 
shaft  sleeve  you  just  used  generally,  as  I  beard  it,  from  one 
and  one-half  to  two  inches  as  the  thickness  of  the  sleeve. 
Do  you  wish  to  make  some  explanation  about  what  you 
[R.  p.  295]  mean  by  one  and  a  half  to  two  inches,  so  the 
record  will  be  clear  on  that  point?  A.  Yes.  That  should 
be  from  one  and  a  half  to  one  and  three-quarters  inches 
thick.  The  increase  in  the  total  diameter  of  the  sleeve  was 
one-half  inch,  and  in  stating  it  I  confused  the  figure. 

Q.  It  was  one-half  inch  increase  on  diameter?  A.  On 
the  diameter,  and  one-fourth  inch  increase  in  the — 

Q.  (Interposing)  On  each  side  of  the  sleeve?  A.  That 
is  right. 

Q.  One  of  the  questions  I  asked  you  on  direct  this  morn¬ 
ing  was:  “Although  as  you  have  stated  the  plant  did  not 
become  completed  and  ready  for  commercial  operation 
until  January  21,  1933,  subject  to  the  qualification  which 
you  have  mentioned,  do  you  think  if  there  had  been  a  real 
demand  for  the  Rock  Island  power  that  the  plant  could 
have  been  completed  and  put  into  commercial  operation  as 
a  dependable  power  supply  substantially  of  the  capacity 
for  which  it  was  designated  at  some  date  prior  to  January 
21, 1933?”  And  to  that  you  answered:  “Yes,  I  believe  so.” 
Would  your  answer  have  been  any  different  if  I  had  said, 
“For  which  it  was  designed?”  A.  Xo,  sir. 

[R.  p.  296]  Q.  Some  point  was  made  in  the  cross  examina¬ 
tion  of  the  small  cost  of  replacing  the  shaft  sleeves.  Aren’t 
there  many  parts  of  the  generator  of  small  cost  that  seri¬ 
ously  affect  its  operation?  A.  Yes,  sir. 

Q.  What,  for  instance,  would  the  distributor  head  cost, 
perhaps?  A.  I  don’t  get  the  point  of  your  question. 

Q.  Is  there  a  distributor  head  on  a  generator?  A.  No, 
not  on  these. 

Q.  Not  on  that  type  of  generator?  A.  Xo. 
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Q.  Xow,  Mr.  Xewberry —  A.  (interposing)  I  might 
state,  for  instance,  that  one  of  the  coils  on  the  stator  wind¬ 
ings  costs  approximately  $25,  but  one  or  two  of  those  miss¬ 
ing  would  quite  seriously  affect  the  operation  of  a  gen¬ 
erator. 

Q.  Did  the  contract  in  this  case  provide  for  erection 
of  both  the  water  wheels  and  the  generator  parts  by  the 
manufacturer?  A.  Xo,  sir.  The  generator  was  contracted 
for,  as  we  say,  “in  place”.  That  is,  the  manufacturer  de¬ 
signed,  built  and  erected  the  generator  to  furnish  us  with 
a  completed  unit  on  his  own  responsibility.  The  water 
wheel  was  purchased  to  be  erected  by  our  [R.  p.  297]  forces 
under  the  supervision  of  an  erector  furnished  by  the  man¬ 
ufacturer  to  do  the  work,  a  man  who  was  thoroughly 
familiar  with  the  equipment  and  was  experienced  in  such 
installations. 

Q.  Having  bought  the  generators  as  I  understand  it  on 
an  “in  place”  basis  (which  I  say  “erected”) —  A.  Yes. 

Q.  — then  you  applied  certain  tests  to  the  machine,  did 
you  not,  among  other  things  for  the  purpose  of  seeing 
whether  the  machine  would  give  the  service  required  by 
the  specifications?  A.  Yes,  sir.  In  the  contract  it  was 
specified  that  the  windings  should  be  tested  in  accordance 
with  the  standard  A.  I.  E.  E.  specifications  for  insulation 
test,  and  in  addition  the  unit  was  to  stand  the  run-away 
test.  That  is,  it  must  be  able  to  withstand  the  bursting 
forces  with  the  turbine  gate  opened  wide,  and  the  blades 
set  to  give  maximum  possible  speed.  Also  it  must  be  able 
to  carry  the  load  for  which  the  machine  was  constructed 
within  the  standard  limits  of  temperature  rise,  or  the  speci¬ 
fied  limits  of  temperature  rise. 

Q.  In  my  question  a  moment  ago  I  referred  to  the  shaft 
sleeves  as  being  on  the  generator.  They  are  actually 
where  ?  [R.  p.  298]  A.  They  are  on  the  turbine  shaft. 

Q.  Serious  troubles  that  develop  during  construction, 
during  erection,  are  properly  classed,  are  they  not,  con¬ 
struction  troubles?  A.  Yes,  sir. 
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Q.  And  you  would  class  tlie  difficulties  with  the  coils, 
the  difficulties  with  the  vortex  vanes,  the  difficulties  with 
the  control  mechanism  and  the  difficulties  with  the  sleeves 
all  as  construction  troubles,  would  you  ?  A.  Yes,  sir. 

Mr.  Tucker:  That  is  all. 

Examiner  Marsh:  Anv  further  cross  examination? 

Re-cross  examination  by  Mr.  Goetz: 

Q.  For  the  purpose  of  clearing  in  the  mind  of  a  person 
who  reads  this  record,  will  you  explain  what  water-ham¬ 
mer  is  ?  A.  Water-hammer  is  the  shock  developed  by  the 
sudden  stoppage  of  certain  volume  of  water  that  is  moving 
quite  rapidly.  In  the  case  of  the  water-hammer,  as  we  call 
it,  on  these  turbines,  you  develop  a  hole,  as  I  explained  a 
while  ago,  under  the  wheel,  and  the  water  rushes  in  to  fill 
that  hole.  It  is  traveling  at  a  very  high  speed  probably. 
[R.  p.  299]  The  energy  that  is  contained  in  that  water  as  it 
is  traveling  must  be  dissipated  when  it  stops,  and  that  is  of 
course  in  this  case  dissipated  against  some  solid  object. 
And,  this,  as  I  have  described  it,  was  probably  the  water 
coming  back  up  or  coming  through  the  wheel  and  absorb¬ 
ing  that  energy  on  the  bottom  of  the  wheel. 

Q.  Does  it  cause  the  wheel  in  this  case  to  move  in  a 
vertical  direction?  A.  That  is  pretty  hard  to  state.  There 
probably  was  some  tendency  for  the  wheel  to  move. 
Whether  it  got  to  a  point  where  the  wheel  actually  did  move 
it  would  be  impossible  to  state  without  very  accurate  meas¬ 
uring  instruments,  which  were  not  applied,  were  not  avail¬ 
able,  and  were  not  thought  necessary,  because  the  jar  on 
the  building  was  the  only  thing  that  was  severe,  and  we 
were  endeavoring  to  stop  that  and  not  make  any  physical 
measurements  as  to  the  movement  of  any  part  of  the  struc¬ 
ture  or  unit. 

Q.  If  it  didn’t  move,  how  did  it  affect  the  sleeve?  A. 
Well,  you  could  hit  a  person  pretty  hard  and  they  might 
not  move,  but  there  would  be  a  decided  shock  to  their  body. 
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You  could  liit  one  of  those  posts  yourself,  and  while  you 
might  not  move  you  would  still  have  a  decided  shock  all 
through  your  body.  It  might  not  have  moved  this  thing; 
it  might  not  have  [R.  p.  300]  actually  bounced  the  machine 
up  in  the  air,  but  at  the  same  time  there  was  a  terrific  shock 
against  there,  and  that  force  had  to  be  absorbed  somewhere. 
AYe  will  just  consider  this  the  turbine  shaft.  It  is  hanging 
from  a  bearing  up  here  (indicating)  with  a  possibility  of 
swinging  like  a  pendulum;  you  put  a  shock  maybe  on  one 
side  of  that  wheel  and  vou  will  have  a  tendency  to  start  it 
rocking.  That  force  must  be  stopped  by  the  guide  bearing 
down  in  the  cover  plate.  Consequently,  the  whole  force 
of  that  has  to  be  transmitted  through  this  sleeve  on  the 
bearing.  AVe  could  go  into  a  little  more  detail  on  the  in¬ 
stallation  of  that  sleeve.  The  shaft  is  27  inches  in  diameter, 
and  this  sleeve  is  fastened  around  it.  Take  any  thin  piece, 
comparatively  thin  piece  of  metal  that  was  1*4  inches  thick 
and  the  circumference  of  it  was  approximately  S  feet 
long ;  it  would  have  a  tendency  to  warp,  naturally,  and  when 
you  shrink  that  on  there  are  going  to  be  points  on  there 
where  it  is  impossible  to  get  bearing.  Certain  spots  will 
be  bearing  hard;  other  spots  will  be  unsupported.  It  is 
practically  physically  impossible  to  get  a  complete  bearing 
between  that  sleeve.  AA’henever  you  put  a  shock  on  there 
it  would  have  a  tendency  to  flex  the  metal,  which  in  time 
would  break  it,  like  taking  any  piece  of  wire  and  you  con¬ 
tinually  twist  it  [R.  p.  301]  and  it  will  break. 

Q.  The  vortex  vanes  were  not  part  of  the  original 
design?  A.  Xo,  sir. 

Q.  They  were  added  by  Air.  AATiite?  A.  Yes,  sir. 

Air.  Goetz:  That  is  all. 

Re-direct  examination  by  Mr.  Tucker: 

Q.  How  severe  was  the  vibration  in  the  station  at  the 
time  of  the  most  severe  water-hammer?  A.  I  don't  know 
of  any  comparable  situation,  but  I  do  know  this,  that  the 
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vibration  of  the  floor  in  the  control  room  under  those  con¬ 
ditions  was  such  that  the  operator  was  not  able  to  write 
in  his  log  legiblv,  from  vibration. 

Mr.  Tucker:  Thank  you.  That  is  all. 

Examiner  Marsh:  That  is  all. 

("Witness  excused.) 

[R.  p.  302]  H.  F.  ANTHONY 

was  recalled  as  a  witness  on  behalf  of  the  Licensee,  and 
having  been  previously  duly  sworn,  was  examined  and  tes¬ 
tified  further  as  follows: 

Direct  examination  by  Mr.  Tucker : 

Construction  Period. 

Q.  You  have  already  been  sworn,  Mr.  Anthony?  A.  I 
have. 

Q.  Mr.  Anthony,  did  you  hear  the  testimony  of  Mr. 
Newberry  in  connection  with  the  construction  period?  A. 
I  did. 

Q.  Did  you  hear  Mr.  Newberry  testify  that  if  he  had 
been  instructed  on  May  1,  1931,  to  install  Units  1,  2,  3  and 
4,  to  bring  them  into  condition  for  the  commencement  of 
commercial  operation  as  soon  as  possible,  considering  the 
difficulties  which  did  actually  develop  and  within  the  limita¬ 
tions  of  reasonable  expenditures  and  good  engineering  prac¬ 
tice,  he  did  not  believe  he  could  have  done  so  prior  to 
November  15,  1932?  A.  I  did. 

Q.  I  now  ask  you,  Mr.  Anthony,  whether  you  believe  if 
you  had  been  so  instructed  you  could  have  done  so  prior 
to  November  15,  1932?  A.  No.  As  a  matter  of  fact,  Mr. 
Newberry  and  my-  [R.  p.  303]  self  discussed  and  collabo¬ 
rated  on  a  reconstructed  program  for  installation  of  Units 
1,  2,  3  and  4  starting  as  of  May  1,  1931  in  the  light  of  the 
difficulties  which  developed  during  the  period  of  prelimi¬ 
nary  operation  of  these  units  and  I  feel  that  it  would  have 
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been  impossible  to  have  completed  the  plant  as  a  depend¬ 
able  source  of  power  earlier  than  this  date  of  November  15, 
1932. 

Q.  You  were  actually  charged  were  you  not,  with  the 
responsibility  for  the  erection  of  Units  1,  2,  3  and  4’  A.  I 
was. 

Q.  And  when  the  various  difficulties  which  Mr.  New¬ 
berry  has  testified  to  developed,  you  immediately  became 
familiar  with  such  difficulties  and  with  the  steps  which  it 
was  proposed  to  take  in  order  to  remedy  them?  A.  I  did. 

Q.  When  the  program  for  the  construction  of  the  Rock 
Island  project  was  first  laid  out,  what  was  the  scheduled 
date  for  the  commencement  of  commercial  operation?  A. 
August  1,  1932. 

Q.  On  that  original  program,  when  was  the  cofferdam 
in  the  east  or  left  channel  above  the  power  station  site  to 
be  constructed?  A.  The  program  at  the  time  the  construc¬ 
tion  work  started  for  cofferdam  operations  contemplated 
the  placing  of  the  foundation  of  the  crib  work  only  across 
a  deep  gorge  [R.  p.  304]  which  existed  about  the  center  of 
the  east  channel.  After  construction  work  started  it  seemed 
possible  by  expanding  operations  on  this  work  at  an  earlier 
date  than  had  been  contemplated  to  complete  the  founda¬ 
tion  of  the  cofferdam  entirely  across  the  east  channel 
loading  the  cribs  and  sheeting  the  top  so  as  to  allow  the 
flood  of  that  year  to  pass  over  the  structure.  This  scheme 
in  other  words  contemplated  completion  of  the  structure 
to  within  ten  feet  of  its  top  elevation  prior  to  the  flood  of 
1930,  leaving  only  this  top  extension  of  ten  feet  to  be 
installed  after  the  flood  of  that  year.  This  procedure  was 
adopted  and  greatly  expedited  the  entire  construction  pro¬ 
gram  in  the  east  channel.  The  progress  at  this  time  was 
further  expedited  by  the  fact  that  the  flood  of  1930  was 
much  less  than  the  normal  flood  and  the  peak  was  reached  at 
a  date  somewhat  earlier  than  usual.  As  a  result  of  this 
combination  of  circumstances  we  were  able  to  complete  the 
cofferdam  and  permit  the  unwatering  of  the  construction 
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arpa  in  the  east  channel  early  in  September,  1930,  probably 
about  six  weeks  earlier  than  would  have  been  the  ease  had 
we  followed  the  original  scheme  of  procedure  described. 
Tins  advancement  in  cofferdam  construction,  therefore,  per¬ 
mitted  operations  on  the  power  house  substructure  to 
[R.  p.  305]  proceed  earlier  than  was  anticipated,  with  the 
result  that  throughout  the  fall  of  1930  all  construction 
operations  were  well  ahead  of  the  original  schedule  for 
stage  one,  namely,  construction  operations  in  the  east  chan¬ 
nel.  The  work  in  the  east  channel  involved  the  completion 
of  the  substructure  of  the  power  house  and  a  portion  of 
the  east  channel  dam  and  was,  therefore,  the  most  difficult 
part  of  the  construction  to  complete  if  the  program  of  com¬ 
pletion  of  the  initial  development  were  to  be  met  as  of 
August  1, 1932.  The  work  which  would  be  affected  by  high 
water  in  the  river  was  actually  completed  on  all  structures 
in  the  east  channel  early  in  January,  1931.  If  for  any  rea¬ 
son  there  had  been  a  failure  to  complete  stage  one,  or  the 
structures  in  this  area,  so  as  to  permit  proceeding  with  the 
cofferdam  in  the  west  channel  in  the  early  spring  of  1931, 
the  construction  program  for  the  entire  project  would  in¬ 
evitable  have  been  delaved  one  vear. 

•  V  V 

Q.  So  that  early  in  the  year  of  1931  you  had  reached  a 
point  in  your  power  house  construction  where  you  were 
about  ready  to  begin  the  installation  of  the  first  units?  A. 
Yes. 

Q.  When,  as  a  fact,  did  you  begin  the  installation 
[R.  p.  306]  of  these  units  ?  A.  The  first  parts  of  the  water 
wheel  of  Unit  Xo.  1  were  brought  into  the  power  house  on 
April  16, 1931,  which  was  the  earliest  possible  date  that  the 
condition  of  the  power  house  superstructure,  which  had 
proceeded  continuously  after  completion  of  the  substructure 
work,  was  in  shape  to  allow  this  work  to  proceed. 

Q.  And  did  the  work  on  the  installation  of  Units  1  and 
2  proceed  in  regular  course  from  that  time  forward?  A. 
It  did. 
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Q.  When  was  the  erection  of  Unit  No.  1  completed?  A. 
October  2,  1931. 

Q.  And  when  was  the  erection  of  Unit  No.  2  completed? 
A.  October  12, 1931. 

Q.  Now  I  ask  you  to  state  whether  or  not  between  the 
time  the  work  of  erection  of  Units  Nos.  1  and  2  was  started 
until  the  date  when  their  erection  was  completed,  there  was 
to  your  knowledge  any  avoidable  delay  in  this  erection  pro¬ 
gram?  A.  I  can  state  positively  that  there  was  none. 

Q.  Up  to  this  point  had  any  of  the  difficulties  with  re¬ 
spect  to  Units  1  and  2  developed?  A.  No. 

Q.  "When  did  these  difficulties  develop?  [R.  p.  307] 
A.  They  did  not  develop  until  after  the  units  had  been  oper¬ 
ated,  during  the  preliminary  operation  period.  As  a  matter 
of  fact,  the  water  hammer  and  the  difficulties  with  the  gover¬ 
nor  oil  pressure  system  could  not  have  been  discovered 
prior  to  the  completion  of  the  west  channel  dam  and  the 
raising  of  the  head  to  32  feet. 

Q.  There  was,  however,  was  there  not,  a  delay  in  the 

deliverv  of  Units  3  and  4?  A.  There  was. 

* 

Q.  Will  you  explain  the  circumstances  in  connection 
with  this  delav?  A.  The  deliverv  dates  for  Units  3  and  4  as 

*  i 

originally  fixed  by  the  orders  for  this  equipment  were 
earlier  than  they  could  possibly  be  used  without  storage 
and  rehandling  on  the  job.  As  to  water  wheels,  the  original 
order  called  for  delivery  of  the  first  parts  of  this  equip¬ 
ment  for  Unit  3  on  June  1,  1931,  and  of  similar  parts  for 
Unit  4  on  July  1, 1931.  Governors  and  auxiliaries  for  these 
water  wheels  were  scheduled  for  September  1,  1931,  and 
October  1,  1931,  for  Units  3  and  4,  respectively.  As  to  the 
generators,  shipment  of  the  parts  for  Unit  1  was  scheduled 
to  start  and  did  start  on  May  1, 1931,  and  the  various  units 
were  to  follow  along  at  six  weeks’  [R.  p.  308]  intervals 
which  would  result  in  the  shipment  of  the  last  generator  or 
No.  4  on  September  15,  1931.  It  early  became  evident  that 
these  dates  for  Units  3  and  4  were  much  earlier  than  the 
parts  could  be  used  on  the  job,  notwithstanding  the  fact  that 
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at  this  time  the  actual  construction  work  was  about  six  weeks 
ahead  of  schedule.  Presumably  these  shipping  schedules 
were  originally  set  up  so  as  to  insure  completion  of  the  work 
in  the  shop  but  without  full  consideration  of  the  actual 
field  conditions  necessary  of  completion  before  their  use 
was  possible.  In  April,  1931,  I  started  correspondence 
with  our  Boston  office,  which  was  handling  the  arrange¬ 
ments  with  the  manufacturers,  to  have  delivery  of  both  gen¬ 
erators  and  water  wheels  for  Units  3  and  4  delayed  until 
such  time  as  the  parts  could  be  delivered  direct  to  the  power 
house  without  storage  and  rehandling  on  the  job.  While 
there  was  some  disagreement  as  to  the  program  involving 
a  delav  in  deliverv  of  these  units,  at  the  time  it  was  felt 
that  if  the  machinery  were  delivered  at  the  early  dates 
originally  scheduled,  it  might  have  been  necessary  to  house 
the  parts  to  protect  them  from  the  weather  until  such  time 
as  they  could  be  used  in  the  station.  [R.  p.  309]  Accordingly, 
in  July,  1931,  the  delivery  schedules  on  both  water  wheels 
and  generators  of  Units  3  and  4  were  revised  to  provide  for 
delivery  of  the  first  of  these  parts  for  Unit  3  starting  Jan¬ 
uary  2,  1932,  and  for  Unit  4  starting  February  15,  1932. 

Q.  Were  deliveries  of  the  parts  of  Units  3  and  4  on  the 
revised  schedule  you  have  just  explained  accepted  on  those 
dates?  A.  They  were  not. 

Q.  Why  not?  A.  On  December  S,  1931,  we  received  a 
letter  from  the  owner  requesting  that  our  construction 
schedules  be  reconsidered  leading  to  the  carrying  on  of  the 
work  in  an  orderly  and  economical  manner  so  as  to  com¬ 
plete  the  initial  installation  by  January  1,  1933.  Immedi¬ 
ately  upon  receipt  of  this  authorization  the  manufacturers 
were  notified  to  delay  shipment  until  the  construction 
schedules  on  Units  3  and  4  could  be  reconsidered.  This 
resulted  in  definite  instructions  being  given  during  the 
latter  half  of  January,  1932,  to  ship  the  water  wheel  parts 
for  Unit  Xo.  4  beginning  February  6,  1932,  to  be  followed 
by  the  parts  for  Unit  Xo.  3  beginning  February  18,  1932. 
The  generator  manufacturers  were  given  dates  when  the 
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[R.  p.  310]  erection  of  the  equipment  involved  in  these  two 
units  should  start  rather  than  their  shipping  dates.  These 
dates  were  May  1,  1932,  for  Unit  No.  4,  and  July  1,  1932, 
for  Unit  Xo.  3.  This  program  was  followed  with  the  erec¬ 
tion  of  the  water  wheels  starting  about  February  5,  1932, 
and  upon  completion  of  the  water  wheels  for  both  Units 
Xo.  3  and  Xo.  4  the  generator  erection  of  Unit  Xo.  4  was 
started  in  May,  1932,  followed  by  the  generator  of  Unit 
Xo.  3  about  July  1,  1932. 

Q.  So  that  starting  with  December  S,  1931,  there  was 
unquestionably  operating  in  this  situation  an  active  desire 
to  delay  the  construction  program  ?  A.  That  is  true. 

Q.  Xow,  Mr.  Anthony,  I  would  like  you  to  develop  the 
effect  of  this  desire  to  delay  the  construction  program  on 
the  actual  program  itself,  and  I  would  like  to  ask  you 
whether  or  not  at  anv  time  there  was  anv  delav  either  in 
shipments  of  parts  for,  or  the  erection  and  bringing  up 
the  dependability  of,  Units  1  and  2  prior  to  April  13,  1932? 
A.  There  was  no  delay  in  the  shipment  of  Units  1  and  2. 

Thev  were  on  hand  at  the  time  the  construction  work  in  the 

% 

power  house  was  in  condition  to  receive  them  and  the 
equipment  in  the  station  itself  readv  to  handle  the  parts. 
[R.  p.  311]  The  erection  proceeded  uninterruptedly  from 
the  time  this  work  was  started  until  they  were  ready  to 
operate  on  test  load.  At  the  time  the  units  started  operat¬ 
ing,  the  available  head  was  created  by  the  west  channel 
cofferdam  and  the  rated  head  of  32  feet  was  not  reached 
until  December  20,  1931,  after  the  dam  was  completed.  On 
December  21  and  22, 1931,  load  tests  at  this  head  were  made 
for  the  first  time  over  the  full  range  of  gate  and  blade 
settings.  During  these  tests  it  was  noted  that  the  water 
hammer  in  the  draft  tube,  which  had  previously  been  noted, 
was  more  pronounced  and  the  manufacturer  was  at  once 
notified  so  that  this  situation  could  be  studied.  Upon  the 
completion  of  the  cofferdam  removal  early  in  February, 
the  contract  tests  of  water  wheels  and  generators  were  made 
and  extended  through  to  the  middle  of  March,  at  which 
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time  experiments  to  correct  the  roughness  of  operation 
were  started.  This  experimental  work  in  connection  with 
correction  of  rough  operation  was  completed  about  April 
13,  1932.  Up  to  this  date  of  April  13,  1932,  certainly  no 
one  could  make  a  valid  claim  that  the  work  on  Units  1  and 

2  had  been  delayed  to  the  slightest  degree. 

Q.  But  as  to  Units  3  and  4  there  had  been  two  delays 
with  respect  to  shipping  and  erection?  [R.  p.  312]  A.  Yes, 
there  had. 

Q.  I  think  you  testified  as  to  the  first  delay  of  Units 

3  and  4,  that  the  motive  was  not  at  all  a  delay  of  the  con¬ 
struction  program  but  was  made  merely  because  you  could 
not  use  the  parts  if  they  had  arrived  on  the  job  as  origi¬ 
nally  scheduled?  A.  That  is  true. 

Q.  Then  you  received  the  letter  of  December  S,  1931, 
with  respect  to  a  slowing  down  of  the  construction  program 
and  in  connection  with  this  revision  of  the  program  you 
further  delayed  the  delivery  and  erection  of  Units  3  and  4? 
A.  We  did.  ’ 

Q.  If  this  second  deliberate  delay  with  respect  to  Units 
3  and  4  had  not  taken  place,  could  Units  3  and  4  have  been 
installed  at  an  earlier  date  than  was  actually  done?  A.  Yes. 

<^.  If  so  installed,  could  Units  3  and  4.  in  your  opinion, 
have  been  made  a  dependable  source  of  power  prior  to 
November  15,  1932?  A.  No. 

Q.  Why  not?  A.  Because  the  same  difficulties  which 
later  developed  in  the  operation  of  Units  1  and  2  which 
made  them  [R.  p.  313]  undependable  as  a  source  of  power, 
would  have  developed  in  Units  3  and  4.  No  matter  when  the 
erection  of  Units  3  and  4  was  completed,  they  still  could  not 
have  been  made  a  dependable  source  of  power  before  No¬ 
vember  13,  1932.  On  October  2,  1931,  the  General  Electric 
Company  completed  the  erection  of  the  generator  of  Unit  1, 
and  Unit  2  was  entirelv  installed  at  that  date  but  not  readv 
for  preliminary  operation.  The  installation  of  water 
wheels  for  Units  3  and  4  might  have  started  shortly  after 
Units  1  and  2  were  ready  for  operation  with  the  erection 
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of  the  generators  following  the  installation  of  the  water 
wheel  parts.  Owing  to  the  extremely  limited  floor  space 
in  the  station,  the  erection  of  water  wheels  and  generators 
for  Units  3  and  4  could  not  have  proceeded  simultaneously 
after  Units  1  and  2  were  in  place.  The  actual  erection 
time  required  for  these  units  would,  therefore,  have  been 
somewhat  longer  than  for  Units  1  and  2.  It  is  quite  prob¬ 
able  that  the  actual  work  of  installation  of  Units  3  and  4, 
had  the  work  been  started  about  November  1,  1931,  could 
have  been  completed  during  April,  1932.  Therefore,  to 
answer  your  question  directly,  even  if  this  program  had 
been  followed,  however,  the  troubles  which  developed  on 
Units  1  and  2  comprising  the  water  hammer  [R.  p.  314]  in 
the  water  wheel  installation,  the  question  of  insufficient 
power  in  the  wicket  gate  operating  mechanism  to  operate 
these  gates  satisfactorily  and  the  replacement  of  the  shaft 
sleeves  at  the  lignum  vitae  bearing  would  have  developed 
in  Units  3  and  4  and  their  correction  would  have  prevented 
the  bringing  of  these  Units  3  and  4  into  dependable  com¬ 
mercial  operation  prior  to  November  15,  1932. 

Q.  Now,  Mr.  Anthony,  I  would  like  you  to  state  in  de¬ 
tail  the  reasons  for  the  statement  which  you  have  just 
made.  [R.  p.  315]  A.  I  have  already  testified  as  to  the  cor¬ 
rective  work  on  water-hammer  through  the  installation  of 
vortex  vanes  on  units  1  and  2,  which  work  required  about 
one  month  for  completion.  This  work  was  completed,  as  I 
previously  stated,  on  April  13,  1932,  and  I  have  also  stated 
that  up  to  this  date  there  had  been  no  delay  of  any  kind 
with  reference  to  units  1  and  2.  In  the  meantime,  also  ex¬ 
periments  were  carried  on  by  Mr.  TV.  M.  TVhite  of  the 
Allis-Chalmers  Company  on  the  wicket  gate  operating 
mechanism.  This  study  led  to  the  recommendation  to  raise 
the  oil  pressure  from  175  pounds  to  240  pounds,  which 
recommendation  was  accepted.  There  was  another  alterna¬ 
tive  to  this  procedure  comprising  the  furnishing  of  new- 
operating  cylinders  of  a  larger  size  which  would  have 
accomplished  the  same  result,  but  this  procedure  would 


140 


(II.  F.  Anthony ,  Licensee,  Direct,  Cont’d.) 

have  required  not  only  several  months’  time  for  delivery 
of  the  necessary  equipment  but  also  materially  added  ex¬ 
pense  of  installation.  Because  of  the  fact  that  we  were  at 
this  time  working  on  a  slower  schedule,  this  work  frankly 
was  not  pushed  as  rapidly  as  it  could  have  been  had  there 
been  pressure  to  complete  the  work  earlier.  The  raising  of 
the  oil  pressure  through  the  limitations  imposed  by  the 
manufacturers,  including  the  [R.  p.  316]  necessary  changes 
in  the  pump  bearings,  would  have  required,  even  under 
pressure,  not  less  than  about  three  and  one-half  months. 
"With  the  work  of  raising  the  oil  pressure  completed,  good 
engineering  and  operating  practice  would  have  dictated  the 
allowance  of  one  month  for  operation  of  the  units  after  all 
changes  were  completed  before  turning  them  over  to  the 
owner  for  commercial  operation.  Within  approximately 
this  one  month  period  a  weakness  in  the  shaft  sleeves  at 
the  lignum  vitae  bearings  of  the  water  wheels,  which  later 
did  develop,  should  have  been  discovered.  The  correction 
of  this  difficulty,  involving  the  manufacture  and  installa¬ 
tion  of  new  sleeves,  would  have  required,  even  under  pres¬ 
sure,  not  less  than  two  and  one-half  months  which  would 
have  brought  us  to  a  date  of  November  15,  1932,  as  the 
earliest  date  upon  which  the  various  difficulties  which  de¬ 
veloped  in  units  1  and  2  could  have  been  corrected.  Even 
though  units  3  and  4  had  been  installed  under  the  early 
schedules,  the  difficulties  described  for  units  1  and  2  would 
have  developed  in  units  3  and  4  but  could  not  have  been 
discovered  in  units  3  and  4  any  sooner  than  they  were  dis¬ 
covered  in  units  1  and  2,  and  they  could  not  have  been 
corrected  in  units  3  and  4  in  less  time  than  in  units  1  and 
2,  so  that  the  initial  plant  could  not  have  [R.  p.  317]  been 
ready  for  commercial  operation  earlier  than  November 
15, 1932. 

Q.  And  you  say  this  in  the  light  of  the  recommendations 
of  the  United  States  District  Engineer  that  half  of  this 
plant  be  considered  as  ready  for  commercial  operation  on 
June  1, 1932  and  the  balance  on  January  1, 1933,  in  the  face 
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of  his  statement  that  the  plant  could  have  been  completed 
six  months  before  it  was  completed,  and  in  the  face  of  the 
statement  by  Mr.  Logan  that  June  1, 1932  should  have  been 
taken  as  the  completion  date?  A.  Ido. 

Q.  And  that  is  your  considered  judgment  ?  A.  It  is. 

Q.  You  knew,  did  you  not,  Mr.  Anthony,  of  the  request 
under  date  of  March  6,  1939  of  the  Federal  Power  Com¬ 
mission  for  the  Licensee  to  produce  photostatic  copies  of 
certain  letters  and  telegrams?  A.  I  did. 

Q.  Did  you  supervise  the  collection  of  these  letters  and 
telegrams  from  the  files  of  Stone  &  Webster  Engineering 
Corporation?  A.  I  did. 

Q.  Were  you  able  to  find  originals  or  carbons  [R.  p.  318] 
copies  of  all  of  these  letters  and  telegrams?  A.  Yes,  with 
the  exception  of  a  telegram  dated  June  11, 1931  from  Patten 
to  Anthonv  as  described  in  the  Federal  Power  Commis- 
sion’s  letter.  There  was  no  such  telegram.  I  believe  the 
Commission  must  have  meant  the  telegram  of  June  9,  1931 
from  Patten  to  Anthony  and  I  have  included  a  copy  of 
such  telegram. 

Q.  As  a  matter  of  fact,  Mr.  Anthony,  did  that  telegram 
contain  the  date  of  June  11?  A.  It  did.  It  was  stamped 
on  June  11. 

Q.  And  that  was  the  date  of  the  receipt,  was  it?  A. 
That  was  the  date,  yes,  noted. 

Q.  And  vou  had  photostatic  copies  of  them  made?  A. 
I  did. 

Q.  Will  you  produce  them,  please?  A.  (At  this  point 
witness  produced  letters  and  telegrams.) 

Mr.  Tucker :  I  would  like  these  marked  for  identification, 
and  we  will  permanently  bind  them  together. 

Examiner  Marsh:  They  will  be  marked  Licensee’s  Ex¬ 
hibit  0.  You  are  including  all  of  them  in  one  exhibit? 

Mr.  Tucker :  One  exhibit.  That  procedure,  I  understand, 
is  satisfactory  to  the  Commission’s  counsel,  if  they  are  to 
be  received  at  all. 
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[R.  p.  319]  (The  documents  referred  to  were  marked  for 
identification  as  Licensee’s  Exhibit  0.) 

Bv  Mr.  Tucker: 

Q.  Are  you  familiar  with  the  contents  of  the  letters 
and  telegrams  contained  in  this  exhibit?  A.  I  am. 

Q.  Did  you  have  in  mind  the  contents  of  these  letters 
and  telegrams  in  connection  with  your  testimony  that  Units 
1,  2,  3  and  4  could  not  have  been  installed  and  made  ready 
for  commercial  operation  prior  to  November  15,  1932?  A. 
I  did. 

Q.  Do  you  believe  there  is  anything  in  those  letters  and 
telegrams  inconsistent  with  your  testimony?  A.  I  do  not. 
Mr.  Tucker:  You  may  examine. 

Mr.  Goetz:  Mr.  Examiner,  I  have  no  doubt  but  what 
these  comply  with  our  request  of  March  6, 1939,  but  I  would 
like  to  have  the  opportunity  of  examining  them  for  a  mo¬ 
ment. 

Examiner  Marsh :  Do  vou  want  to  examine  them  at  this 

W 

time? 

Mr.  Goetz:  Yes,  sir. 

Examiner  Marsh:  Go  ahead.  Let  the  record  show  a 
five-minute  recess. 

•  •  •  •  • 


[R.  p.  320]  Cross  examination  by  Mr.  Goetz: 

Q.  Mr.  Anthony,  your  office  during  the  period  of  con¬ 
struction  of  this  project  was  at  Seattle, 'Washington,  was  it 
not?  A.  That  is  right. 

Q.  How  often  did  you  go  to  Rock  Island?  A.  About 
every  week. 

Q.  You  were  not  there,  then,  during  all  of  the  test 
period?  A.  "Well,  through  the  official  test  period  I  was 
there  entirely  all  through  that. 

Q.  But  you  were  not  there  during  the  period  Mr.  New¬ 
berry  spoke  of  this  morning  when  these  various  tests  were 
going  on  ?  A.  I  was  there  throughout  the  official  tests  of  the 
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water  wheels  and  generators,  and  intermittently  throughout 
the  tests  on  the  vortex  vanes,  or  the  tests  on  water-hammer, 
rather. 

[R.  p.  321]  Q.  You  were  there  as  the  project  manager  and 
not  as  one  of  the  participants  in  the  tests  ?  A.  That  is  quite 
true. 

Q.  You  referred  in  your  testimony  to  a  letter  of  De¬ 
cember  8,  1931,  from  the  licensee  to  the  Stone  &  Webster 
Engineering  Corporation,  in  which  they  gave  instructions 
regarding  the  delav  in  completion  of  the  project?  A.  Yes, 
I  did. 

Q.  Can  you  produce  a  copy  of  that  letter  for  the  record  ? 
A.  I  have  a  copy  of  the  letter. 

Mr.  Tucker:  It  is  the  original,  isn’t  it? 

The  Witness :  I  beg  pardon,  it  is  the  original. 

Bv  Mr.  Goetz : 

•> 

Q.  Mr.  Anthony,  a  copy  of  that  letter  is  contained  in 
Mr.  Safeblade’s  report  on  the  actual  initial,  original  cost 
of  the  Rock  Island  Project,  isn’t  it?  A.  I  believe  it  is,  yes. 

Q.  Without  delay  in  delivery  of  Units  3  and  4,  you  stated 
they  were  to  be  ready  on  November  15,  1932?  A.  That  is 
right,  on  November  15,  1932. 

Q.  Will  you  describe  the  floor  spacing  or  floor  arrange¬ 
ment  in  the  power  house,  please?  A.  Well,  as  I  have 
already  testified,  the  generator  room  was  reduced  in  dimen¬ 
sions  to  its  lowest  possible  size.  [R.  p.  322]  There  were 
two  places  where  a  floor  was  designed  for  1,000-pound 
loading,  and  that  was  under  the  hatchway  adjacent  to  Unit 
No.  1,  where  the  material  was  dropped  into  the  generator 
room,  and  another  one  between  Units  2  and  3.  Those  were 
the  only  two  places  on  the  floor  of  the  generator  room  where 
the  heavy  erection  could  take  place. 

Q.  Mr.  Anthony,  will  you  please  take  Licensee’s  Exhibit 
A  and  indicate  the  pictures  in  that  volume  showing  the 
arrangement  of  the  power  house?  A.  Here  is  a  photograph 
of  the  completed  plant,  taken  from  the  observation  gallery. 
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Mr.  Tucker:  Will  you  identify  by  number  the  photo¬ 
graphs  for  the  record? 

The  Witness :  This  is  photograph  32S,  numbered  X-5229, 
dated  5-23-33,  and  entitled  “Generator  Room  from  Obser¬ 
vation  Gallery.” 

[R.  p.  323]  Q.  Were  Units  1  and  2  erected  at  the  same 
time?  A.  Yes,  the  erection  of  Xo.  2  started  a  few  weeks 
after  Xo.  1,  as  soon  as  the  larger  part,  including  the  head 
cover  had  been  assembled  and  out  of  the  way. 

Q.  But  you  stated  that  due  to  cramped  space  it  would 
have  been  impossible  to  erect  Units  3  and  4  at  the  same 
time?  A.  That  is  right,  yes.  We  proceeded  with  the 
erection  of  the  water  wheels  first,  so  as  to  get  the  larger 
parts  of  those  turbines  out  of  the  way  before  the  generator 
erection  started. 

Q.  Will  you  explain  why  you  had  no  difficulty  in  erect¬ 
ing  Units  1  and  2  at  the  same  time,  and  yet  state  that  you 
could  not  erect  Units  3  and  4  at  the  same  time  because  of 
inadequate  space?  A.  Well,  when  Units  1  and  2  were 
erected  there  was  no  other  machinery  in  the  power  house 
at  all  on  the  floor.  We  had  plenty  of  room  to  scatter  it  out 
all  the  way  from  the  space  below  the  hatchway  down  to 
Uipt  Xo.  4,  which  was  served  by  the  crane. 

Q.  Will  you  explain  how  they  erect  a  generator?  A. 
How  to  erect  a  generator? 

Q.  You  mentioned  parts  scattered  all  over  the  building. 
A.  Yes. 

[R.  p.  324]  Q.  Does  it  come  in  that  fashion?  A.  Oh,  yes, 
relatively  small  parts.  The  stator  is  in  four  pieces,  the 
rotor  is  entirely  dis-assembled,  and  has  to  be  erected  from 
the  bottom  up. 

Q.  And  that  was  all  done  in  this  space?  A.  Yes. 

Q.  And  when  you  were  erecting  Units  1  and  2  you  used 
the  space  which  was  subsequently  occupied  by  3  and  4,  for 
the  storage  of  parts?  A.  Yes,  we  had  the  whole  floor 
covered. 
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Q.  And  you  had  no  space  left  to  store  parts  when  you 
were  erecting  3  and  4?  A.  No,  no,  only  around  those  units. 

Q.  How  did  you  intend  to  do  that  under  the  original 
schedule,  that  is,  erect  1  and  2  and  3  and  4 — well,  I  will 
say  in  continuity,  that  is,  covering  perhaps  a  period  of 
three  or  four  months?  A.  Well,  exactly  as  we  did  proceed. 
The  schedule  that  was  worked  out  for  Units  3  and  4,  prior 
to  the  start  of  erection,  assumed  that  it  proceeded  right 
straight  through,  but  I  don’t  think  anyone  at  that  time 
prior  to  the  start  of  erection  of  Units  1  and  2,  appreciated 
the  cramped  space  in  the  station.  I  know  that  I  did  not 
until  after  the  work  was  started. 

[R.  p.  325]  Q.  Had  you  realized  it,  you  would  have  had 
a  larger  power  house?  A.  Oh,  certainly  not.  We  certainly 
could  not  have  increased  the  power  house  size  for  that. 

Q.  Was  the  delay  in  the  construction  of  this  project 
dictated  by  the  Licensees?  A.  The  delay  in  the  project 
as  covered,  requested  in  the  letter  of  December  Sth,  was 
requested  by  the  Licensee. 

Q.  Did  the  Licensee  ever  come  to  the  Federal  Power 
Commission  to  ask  for  postponement  in  the  completion  of 
this  project?  A.  Well,  I  could  not  say  as  to  that;  not  to 
my  knowledge. 

Q.  If  they  had,  would  you  have  known  about  it  ?  A.  I 
think  I  should  have,  yes. 

Q.  Did  they  ever  ask  you  as  project  manager,  whether 
or  not  they  should  approach  the  Commission  and  ask  for 
delay  in  completion  of  the  project?  A.  There  was  some 
conversation  about  it,  yes;  I  remember  it  distinctly. 

Q.  And  what  recommendation  did  you  make?  A.  Per¬ 
sonally  I  thought  it  would  be  a  very  good  plan. 

Q.  Did  you  prepare  the  telegram  of  June  11,  1931  [R. 
p.  326]  to  Mr.  W.  N.  Patten,  in  which  you  said  that —  A. 
June  11,  did  you  say? 

Q.  June  9th,  sir. 

Examiner  Marsh:  Is  that  in  the  group  marked  Licen¬ 
see’s  Exhibit  0? 
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The  Witness :  Yes,  sir. 

Mr.  Goetz:  June  11  was  correct  in  the  first  place,  Miss 
Reporter.  YVill  you  read  the  preceding  question,  please? 

(The  partial  question  was  thereupon  read  by  the  re¬ 
porter.) 

Bv  Mr.  Goetz : 

%/ 

Q.  “Unwilling  to  approach  Commission  representative 
as  to  governing  date  for  stopping  interest  charges  on  plant 
and  feel  it  would  be  unwise  to  bring  up  this  subject  stop” 
Continuing  with  quotation  “They  prefer  to  postpone  ship¬ 
ment  of  water  wheels  and  generators  for  Units  3  and  4 
and  to  continue  construction  operations  so  that  plant  will 
not  be  turned  over  to  them  ’til  August  1st,  thirty-two  in 
accordance  with  original  schedule  stop  Additional  cost  in¬ 
volved  docs  not  interest  them  in  view  of  greater  fixed 
charges  possibly  incurred  if  plant  completed  earlier.”  A. 
Yes,  I  prepared  that  telegram. 

Q.  Did  you  discuss  with  the  client  the  possibility  of 
approaching  the  Commission?  A.  Yes,  I  did. 

[R.  p.  327]  Q.  And  as  a  result  of  that  conference  your 
client  stated  that  it  would  not  approach  the  Commission 
for  that  purpose  ?  A.  That  is  correct.  Of  course,  our  date 
throughout  this  whole  discussion  was  the  date  of  comple¬ 
tion  of  August  1,  1932,  and,  there  was  no  thought  at  that 
time  of  any  other  date  being  used  for  completion  date. 

Q.  Are  the  documents  contained  in  Licensee’s  Exhibit 
0  true  copies?  A.  They  are.  I  would  like  to  correct  one 
thing  there,  I  believe,  that  in  the  case  of  one  letter  which 
was  requested  from  Mr.  Spease,  we,  of  course,  did  not 
have  the  original  and  we  furnished  a  photostat  copy  of  a 
copy,  but  in  all  other  respects  they  are  true  copies. 

Mr.  Tucker:  You  mean  in  all  other  respects  they  are 
photostats  of  originals,  don’t  you? 

The  Witness:  Photostats  of  originals,  yes. 
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Mr.  Goetz :  Mr.  Examiner,  that  is  all  the  cross-examina¬ 
tion  I  have  of  this  witness  relative  to  construction  period. 
However,  he  testified  at  length  yesterday  and  I  am  partially 
prepared  to  cross-examine  on  that  testimony. 

•  *  •  •  • 

[R.  p.  342]  EUGENE  LOGAN 

was  recalled  as  a  witness  by  the  Commission,  and  having 
been  previously  duly  sworn,  was  examined  and  testified 
further  as  follows  : 

Mr.  Goetz :  According  to  the  arrangement  we  made  this 
morning,  Mr.  Examiner,  I  am  calling  Mr.  Logan  to  testify 
as  to  the  construction  period  of  this  project. 

Direct  Examination  by  Mr.  Goetz : 

Q.  Mr.  Logan,  you  were  qualified  as  a  witness  at  the 
hearing  convened  vesterdav?  A.  Yes,  sir. 

Q.  And  at  that  time  you  stated  that  you  had  made  an 
investigation  of  the  physical  features  of  the  project  re¬ 
ferred  to  on  the  records  of  the  Commission  as  No.  943? 
A.  Yes,  sir. 

Q.  You  stated  further  that  you  had  prepared  a  report 
theron  dated  May  2,  193S?  A.  Yes,  sir. 

Q.  Mr.  Logan,  at  this  time  I  wish  to  take  up  the  ques¬ 
tion  of  the  construction  period  of  this  project.  What  dates, 
in  your  opinion,  should  be  used  to  designate  the  construc¬ 
tion  period  of  Project  943?  [R.  p.  343]  A.  In  my  opinion, 
the  “construction  period”  should  be  limited  to  the  five- 
year  interval  between  June  1, 1927,  and  June  1, 1932.  These 
are  the  dates  recommended  in  my  report  as  marking  the 
beginning  and  end  of  the  construction  period.  In  arriving 
at  this  conclusion,  I  was  guided  by  the  decision  made  by 
the  Commission  on  June  30,  1932,  in  connection  with  the 
determination  of  actual  legitimate  cost  of  Mitchell  Dam, 
Project  No.  82,  licensed  to  the  Alabama  Power  Co.  In  this 
case  the  Commission  said:  “While  frequent  reference  is 
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made  to  the  period  of  actual  construction,  the  period  here 
proper  to  be  considered  is  that  which  with  the  exercise 
of  due  diligence  and  prudence  is  reasonably  necessary  for 
the  completion  of  all  processes  required  for  the  achieve¬ 
ment  of  the  project  in  commercial  operation,  including  not 
only  the  period  of  actual  construction  under  contract  but 
that  devoted  to  preliminary  investigations,  designs,  the 
acquisition  of  necessary  lands,  etc.”  There  can  be  no  dis¬ 
pute  as  to  the  date  which  marks  the  beginning  of  the  con¬ 
struction  period  inasmuch  as  activities  with  reference  to 
this  project  actively  began  June  1,  1927,  and  continued 
with  fair  continuity  of  progress  thereafter.  This  date 
was  used  by  the  Licensee  as  the  beginning  [R.  p.  344]  date 
for  the  accrual  of  interest  and  other  charges  during  the 
prelicense  period.  There  is  a  difference  of  opinion,  how¬ 
ever,  as  to  the  date  of  completion  of  construction.  The 
Licensee  contends  that  the  date  of  February  1,  1933,  marks 
the  beginning  of  commercial  operation,  and  claim  interest, 
taxes  and  similar  costs  as  a  part  of  fixed  capital  of  the 
project  to  that  date.  I  have  recommended  that  this  date 
be  set  back  to  June  1,  1932.  Various  expressions  have 
beeji  used  in  designating  the  end  of  the  construction  period, 
such  as:  (1)  ‘‘Date  of  Beginning  of  Commercial  Opera¬ 
tion;”  (2)  “In  Service  Date;”  (3)  “End  of  Construction 
Period;”  (4)  “Date  "When  the  Project  Became  Available 
for  the  Service  for  which  it  was  intended;”  etc.  My  rec¬ 
ommendations  are  based  on  the  foregoing  quotation  from 
the  Alabama  decision,  and  the  date  therein  required  is 
“the  date  which  marks  the  termination  of  the  period  dur¬ 
ing  which  interest  and  taxes  paid  or  accrued  can  be  charged 
to  the  capital  accounts  of  the  project.”  This  date,  in  re¬ 
spect  to  these  items  as  well  as  such  charges  as  Federal 
Power  Commission  preoperation  charges,  license  fees,  and 
credits  for  power  produced  during  construction,  determines 
the  dividing  line  between  construction  costs  and  operating 
costs.  [R.  p.  345]  To  get  a  clear  picture  of  this  problem, 
it  was  necessary  to  review  construction  progress  from 
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October,  1931,  when  the  first  units  were  tested  out.  In 
order  to  do  so,  the  monthly  progress  reports  submitted 
to  the  Licensee  by  Stone  &  "Webster  and  made  available 
to  me  have  been  used  as  evidence  of  the  progress  made  in 
completing  the  construction  of  the  project.  Since  Mr. 
Anthony  and  Mr.  Newberry  have  presented  the  facts  with 
respect  to  the  testing  out  and  placing  in  service  of  each 
of  the  generating  units,  it  is  deemed  unnecessary  to  repeat 
the  dates  and  difficulties  encountered  in  placing  the  units 
in  service.  The  data  presented  by  Mr.  Anthony  forms  the 
basis  for  my  conclusions.  A  few  points  which  he  neglected 
to  emphasize  may  be  of  interest  to  the  Commission  in  their 
deliberations - 


•  •  •  •  * 

[R.  p.  346]  The  Witness:  — with  respect  to  the  allowable 
construction  period. 

[R.  p.  347]  For  example,  in  Mr.  Anthony’s  report  of  No¬ 
vember  1,  1931,  he  stated:  “The  total  of  expenditures  and 
commitments  on  the  project,  as  of  November  1,  is  slightly 
in  excess  of  $14,004,000,  excluding  your  charges  of  approxi¬ 
mately  $606,000  for  interest  during  construction,  leaves  a 
balance  of  $13,33S,000  expended  and  committed  on  your 
activities  Mr.  Anthony  also  stated:  “During  the  past 
several  weeks  you  have  had  under  consideration  the  mat¬ 
ter  of  deferring  all  the  remaining  work  on  the  project, 
after  completion  of  the  west  channel  structures  and  all 
installation  required  in  connection  with  Units  1  and  2. 
We  have  finished  at  your  request  certain  estimates  needed 
in  your  study  of  this  problem.  It  is  understood  that  the 
matter  must  receive  careful  consideration  prior  to  reaching 
a  definite  decision,  but  we  wish  to  point  out  that  our  con¬ 
struction  program  after  December  1  will  be  affected  mate¬ 
rially.  ’  ’ 

Mr.  Goetz:  The  reports  by  Mr.  Anthony  on  project  con¬ 
struction,  that  is,  the  reports  of  the  project  manager  to 
the  licensee,  have  been  furnished  you  by  counsel  for  the 
licensee,  have  they  not? 
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The  Witness:  Thev  have. 

Mr.  Goetz :  And  Mr.  Logan,  the  last  quotation  which  you 
gave,  is  taken  from  a  portion  of  that  report? 

[R,  p.  348]  The  Witness:  From  report  Xo.  14,  as  of  No¬ 
vember  1,  1931. 

Mr.  Goetz:  Will  you  proceed  now  to  consider  each  of 
those  reports? 

The  Examiner:  Are  those  reports  otherwise  in  evi¬ 
dence  ? 

Mr.  Goetz:  Xo,  they  are  not,  Your  Honor. 

The  Witness:  In  that  same  report  Mr.  Anthony  said - 

Mr.  Tucker:  How  do  you  know  Mr.  Anthony  said  it?  Did 
ho  sign  the  report  ? 

The  Witness:  Yes,  sir.  “It  is  unfortunate  that  the 
above  trouble  with  both  generators  necessitated  about  two 
weeks  delay  in  carrying  load.  During  this  period  your  de¬ 
mands  were  such  that  considerable  energy  might  have  been 
delivered  to  vour  svstem,  but  since  Unit  Xo.  2  has  been 
ready  for  operation,  ample  power  has  been  available  from 
your  other  plants  so  that  actual  delivery  of  Rock  Island 
power  has  been  confined  to  the  peak  load  hours  each  day.” 
In  report  Xo.  15,  as  of  December  1,  1931,  quoting  Mr.  An¬ 
thony:  “With  completion  of  transmission  line  activities 
and  the  advanced  work  on  the  west  channel  structures, 
monthly  expenditures  from  now  on,  exclusive  of  interest 
charges,  will  be  very  small.” 

[R.  p.  349]  Also  in  report  Xo.  15,  Mr.  Anthony  stated:  “In 
general  the  operation  of  the  plant  has  been  satisfactory  in 
all  other  respects,  but  the  generator  manufacturer  has  been 
extremely  unfortunate  in  operation  of  his  equipment  to 
date.  If  the  requirements  of  your  system  had  been  such 
that  both  units  were  desired  to  carrv  load,  it  would  have 
been  impossible  to  meet  the  demand.  However,  both  are 
now  available  for  load,  but  up  to  the  present  time,  your 
demand  has  been  so  small  that  the  operating  expense  has 
not  been  covered  by  the  sale  of  power.” 

Examiner  Marsh:  What  is  the  date  of  that  report? 
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The  Witness:  December  1,  1931. 

In  report  Xo.  16,  as  of  January  1,  1932,  quoting  Mr. 
Anthonv:  “The  onlv  work  remaining  to  be  done  on  west 
channel  structures  comprises  the  erection  of  handrailings 
and  light  fixtures  and  completion  of  other  small  miscellane¬ 
ous  items.  “Both  main  units  and  the  service  unit  have 
been  ready  for  operation  during  most  of  the  month,  al¬ 
though  each  have  been  inoperative  at  times  for  tests  and 
adjustments.  “The  erectors  for  both  the  water  wheels  and 
the  generators  have  now  left  the  work  until  we  are  ready 
to  start  work  on  the  installation  of  Units  3  and  4.  “At 
present  your  demand  for  Rock  Island  power  is  almost  nil, 
and  there  is  little  likelihood  of  any  change  in  [R.  p.  350]  the 
situation  in  the  near  future.”  In  the  same  report  Mr.  An¬ 
thony  said:  “On  December  21  and  22  preliminary  power 
tests  were  made  on  Unit  Xo.  2  to  determine  the  output  and 
operating  characteristics  under  various  positions  of  the 
runner  vanes  and  for  the  full  range  of  gate  openings? 
These  tests  were  made  at  a  head  of  32  feet  and  indicated 
that  the  wheel  gave  approximately  the  guaranteed  output, 
although  this  fact  could  not  be  definitely  determined  until 
more  precise  measurements  of  head  and  output  could  be 
made.” 

Mr.  Tucker:  Could  you  give  me  the  year  there,  so  the 
record  will  be  complete? 

The  Witness:  December  21st  and  22nd,  1931.  Mr. 
Anthonv  stated  that  the  transmission  line  had  remained 
in  operation  throughout  the  month  of  December  with¬ 
out  material  outages,  and  stated  that  he  believed  that  the 
licensee  was  satisfied  with  its  operation  under  the  pres¬ 
ent  conditions  of  loading.  It  may  be  of  interest  to  note 
Mr.  Anthony’s  statement  as  of  February  1,  1932,  in  report 
Xo.  17.  He  stated:  “In  order  that  the  total  expenditures 
on  the  project  shall  hereafter  be  shown  in  this  report,  you 
have  required  us  to  include  the  expenditures  which  are  car¬ 
ried  on  your  books  and  have,  therefore,  given  us  your 
authorization  by  letter  of  February  S,  1932,  to  add  $350,000 
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to  the  project  total,  af-  [R.  p.  351]  ter  allowing  for  your 
estimated  credit  of  $213,100  from  the  sale  of  power  to  your 
system  during  the  construction  period,  making  a  gross  addi¬ 
tion  of  $563,100.  You  have  also  revised  your  estimate  for 
interest  during  construction,  largely  made  necessary  by 
the  extension  of  the  construction  period  and  have  author¬ 
ized  us  to  increase  the  allowance  for  this  item  by  $602,000, 
making  a  new  total  of  $1,676,000.  It  is  our  understanding 
that  the  item  of  $563,100  carried  on  your  books  and  not  pre¬ 
viously  shown  in  this  report,  covers  pre-license  and  miscel¬ 
laneous  expense  plus  administrative  and  other  charges.” 
The  new  total  for  the  project  estimate,  therefore,  becomes 
$17,266,695,  including  an  item  of  $494,000  to  cover  deferred 
work  and  the  overall  contingency  item  of  $608,530.  The 
latter  item,  if  not  required  for  unforeseen  items  of  over¬ 
runs,  may  eventually  be  released  from  the  project.  In  com¬ 
menting  upon  operation  tests,  Mr.  Anthony  stated - 

Q.  That  is  in  the  same  report,  Mr.  Logan?  A.  Yes,  sir. 

Mr.  Anthonv  stated:  “Units  1  and  2  were  continued  in 
•> 

preliminary  operation  until  January  27,  at  which  time  the 
head  water  level  was  lowered  to  permit  cofferdam  removal. 
Under  this  condition  it  became  inadvisable  to  operate,  since 
the  yrater  level  was  below  the  fender  wall  allowing  ice  to 
flow  into  [R.  p.  352]  the  intake  and  collect  against  the  trash 
racks.  “Electrical  tests  were  made  on  January  18  to  estab¬ 
lish  the  characteristics  of  the  transmission  line  in  cooper¬ 
ation  with  your  engineer.  These  tests  were  generally  satis¬ 
factory  although  certain  conditions  were  disclosed  which 
will  necessitate  some  further  study.”  From  report  No.  18, 
as  of  March  1,  1932,  quoting  Mr.  Anthony:  “Expenditures 
and  commitments  for  the  project  increased  by  approxi¬ 
mately  $114,000  in  February,  somewhat  less  than  during 
the  previous  period.  It  is  interesting  to  note,  however, 
that  only  1/3  of  the  total  actually  represents  direct  con¬ 
struction  charges,  most  of  the  expenditures  being  for 
“interest  during  construction.”  “On  February  10th,  the 
pond  level  was  drawn  down  to  the  lowest  elevation  pos- 
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sible  by  manipulation  of  the  crest  gates;  all  gates  were 
closed  as  quickly  as  possible  and  while  the  pond  was  filling, 
no  flow  passed  the  plant.  This  allowed  about  three  hours 
for  taking  soundings  below  the  east  spillway  gates  and 
piers  to  determine  the  present  rock  profiles,  and  also  for 
investigating  conditions  at  the  lower  end  of  the  tailraee, 
where  a  standing  wave  has  always  been  in  evidence.  ‘‘It 
was  found  that  a  ridge  of  solid  rock  extended  across  the 
tailraee  where  the  old  east  channel  cofferdam  was  located, 
and  by  shutting  off  the  flow  on  two  successive  days, 
this  area  was  completely  drilled  and  blasted  resulting 
[R.  p.  353]  in  materially  improved  flow  conditions.  The 
actual  effect  on  tailwater  elevations  at  the  power  house  was 
negligible,  but  the  effect  on  stream  regimen  was  notable. 
Mr.  Anthony  stated  in  this  same  report  under  operations 
and  tests  that  “upon  completion  of  work  in  connection  with 
tailraee  inspection,  operating  conditions  were  restored  and 
both  units  have  been  available  for  power  production,  except 
as  they  were  required  for  use  in  the  testing  program. 

Q.  Which  units  did  he  refer  to  at  that  time?  A.  Units 
1  and  2.  “The  contract  generator  tests  were  made  on  Unit 
No.  1  and  were  carried  out  under  the  direction  of  the  test¬ 
ing  engineer  from  Schenectady  and  the  local  representa¬ 
tives  of  the  General  Electric  Company.  These  tests  were 
started  on  February  16  and  were  concluded  on  February  25. 
In  general,  we  consider  that  the  results  of  the  generator 
tests  were  satisfactory  and  that  the  contract  guarantees 
have  been  met.  Upon  completion  of  the  generator  tests,  a 
capacity  test  of  the  water  wheel  of  Unit  Xo.  1  was  made  on 
February  26.  The  results  were  most  gratifying,  indicating 
that  the  power  guarantee  of  21,000  hp.  at  32-foot  net  head 
had  been  fully  met,  the  wheel  delivering  about  22,400  h.p. 
at  the  generator  shaft.”  From  the  foregoing,  it  would 
be  seen  that  the  [R.  p.  354]  testing  period  for  Units  Xos.  1 
and  2  took  about  90  days.  This  is  about  the  usual  time 
required  for  units  of  the  size  and  type  found  at  Rock  Island. 
The  constructors  were  handicapped  more  than  usual  in 
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conducting  the  necessary  tests  by  reason  of  failures  in 
equipment,  not  on  account  of  erection  but  rather  of  manu¬ 
facture. 

Examiner  Marsh :  Are  you  still  reading  from  the  report  ? 

The  "Witness :  That  is  my  own  statement.  It  is  unusual 
to  have  such  recurring  failures  for  equipment  of  this  char¬ 
acter.  Quoting  Mr.  Anthony  from  his  report  Xo.  19,  as 
of  April  1,  1932:  “Since  completion  of  the  efficiency  and 
power  tests  on  the  service  and  main  units,  efforts  have  been 
concentrated  on  the  correction  of  the  rough  operation  of 
the  water  wheels  which  is  evidenced  at  the  higher  vane  set¬ 
tings  for  certain  gates.  We  had  objected  to  this  operating 
condition  and  had  asked  the  manufacturers  to  endeavor  to 
correct  same.  Experiments  on  the  governors  are  also 
upder  way  in  an  effort  to  secure  better  regulation.  Mr. 
White  is  making  certain  changes  to  accomplish  this  result, 
although  we  are  quite  sure  that  the  equipment  will  fully 
meet  the  specifications  in  this  respect.  [R.  p.  355]  There 
is  some  doubt  as  to  whether  the  gate  operating  cylinders 
are  large  enough  to  secure  rapid  gate  adjustment  under 
changing  load  conditions,  without  resorting  to  higher  pres¬ 
sures  than  were  stipulated.  We  do  not  think  that  the  higher 
pressures  are  undesirable,  but  we  will  be  guided  by  your 
desire  in  this  matter.  While  the  units  have  operated 
every  day  during  March,  most  of  the  operation  was  required 
in  connection  with  testing  and  experimenting.  On  all 
uncompleted  operations  effort  is  being  made  to  adhere 
closely  to  the  schedule  prepared  at  the  time  of  your  decision 
to  extend  construction  to  January  1,  1933,  utilizing  the 
minimum  force  and  reducing  the  general  expense  as  much 
as  is  practicable.”  From  Mr.  Anthony’s  report  Xo.  20,  as 
of  May  1,  1932:  “As  previously  mentioned,  we  are  holding 
closely  to  our  construction  schedule,  calling  for  completion 
of  all  work  on  January  1, 1933,  and  the  activity  on  all  items 
other  than  in  connection  with  machinery  installation  is, 
therefore,  reduced  to  the  minimum.  Certain  work  can  be 
spread  out  over  a  considerable  period  with  a  small  crew, 
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and  this  procedure  is  being  adhered  to  wherever  it  is  pos¬ 
sible.  Experiments  and  tests  of  water  wheels  and  auxili¬ 
aries  were  continued  during  April  under  the  direction  of 
Mr.  AY.  M.  AA'hite  of  the  manufacturer’s  organization.  The 
experiments  to  [R.  p.  356]  correct  the  roughness  of  opera¬ 
tion  without  the  excessive  loss  of  power  capacity  were  dis¬ 
continued  after  several  more  trials,  none  of  which  showed 
any  greater  improvement.  The  governor  oil  pressure 
system  does  not  operate  satisfactorily  at  the  175  lb.  pressure 
specified,  and  this  matter  has  been  left  open  for  final  deter¬ 
mination  within  the  one  year  guarantee  period.  Two  alter¬ 
natives  were  given  the  manufacturers,  either  to  raise  the 
pressure  to  240  lbs.,  guaranteeing  all  equipment  and  piping 
for  this  pressure,  or  to  furnish  new  gate  operating  cylin¬ 
ders.  The  first  alternative  was  accepted,  with  a  provision 
that,  ‘if  for  any  good  reason  we  are  not  satisfied  after  oper¬ 
ating  through  this  season,  the  new  and  larger  cylinders 
will  be  furnished.’  During  the  latter  half  of  the  month, 
experiments  were  confined  to  the  governors  in  an  endeavor 
to  secure  more  sensitive  operation.  Several  changes  were 
made  by  Mr.  AAThite  and  on  April  26,  at  a  conference  with 
your  representatives,  it  was  decided  that  the  specifications 
had  been  met  and  tentative  acceptance  was  approved. 
Following  your  decision  to  use  Rock  Island  as  a  standby 
station,  one  unit  has  been  operated  each  day  at  the  lightest 
load  possible.  AA~e  later  determined  on  operating  with  a 
greater  load  in  order  to  get  beyond  the  point  of  noisy  opera¬ 
tion,  it  being  understood  that  no  charge  would  be  made  for 
the  increased  energy  unless  you  requested  [R.  p.  357]  more 
than  the  minimum  load.”  Report  No.  21,  as  of  June  1, 
1932:  “Total  expenditures  charged  to  the  project  during 
May  amounted  to  about  $121,000,  nearly  %  of  which  com¬ 
prised  interest  during  construction  and  licensee’s  local  ex¬ 
penditures.  Final  tests  of  the  governors  of  Units  1  and  2 
at  the  heads  experienced  to  date  were  completed  on  May  S, 
at  which  time  they  carried  the  regulation  for  the  entire 
system,  with  AA^ashington  AA’ater  Power  cut  off.  The  results 
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of  this  test  were  very  satisfactory.  Mr.  AY.  M.  White  of 
the  Allis-Chalmers  Manufacturing  Company,  who  had  been 
at  Bock  Island  in  charge  of  the  general  tests  of  his  equip¬ 
ment,  returned  to  Milwaukee  upon  completion  of  governor 
tests.  A  preliminary  capacity  test  on  one  of  the  main  units 
at  20-foot  net  head  was  made  about  the  last  of  May,  when 
several  of  the  crest  gates  had  been  removed  for  other 
reasons.” 

Mr.  Tucker:  Is  this  still  in  the  quote  or  out? 

The  Witness:  I  really  don’t  know.  I  think  it  may  be  an 
abstract  of  a  particular  paragraph  in  Mr.  Anthony’s  re¬ 
port. 

Mr.  Tucker:  Will  you  check  that  and  be  prepared  to  tell 
us  tomorrow  whether  it  is  ? 

The  Witness :  I  will  check  that,  yes. 

[R.  p.  358]  This  test  indicated  a  slight  reduction  below 
the  guaranteed  power  for  this  head,  but  the  results  were 
not  conclusive,  inasmuch  as  the  head  water  and  tailwater 
conditions  were  not  the  same  as  the  basis  of  the  guarantee. 
Arrangements  had  been  made  for  a  representative  of  the 
water  wheel  manufacturers  to  be  at  Bock  Island  when  the 
natural  flow  of  the  river  would  produce  a  net  head  of  20 
feet  with  all  gates  closed.  The  flow  necessary  for  this  con¬ 
dition  is  about  430,000  second  feet.  The  latter  part  of  the 
month  of  May  was  one  of  cool  days  and  nights  and  the 
rise  was  resumed  when  warmer  weather  was  experienced. 
It  was  believed,  however,  that  the  streams  between  Bock 
Island  and  the  Canadian  border  had  passed  their  peak 
flows,  and  the  flood  may  not,  therefore,  reach  such  a  high 
stage  as  anticipated  earlier.  Becords  show  that  floods 
have  exceeded  450,000  second  feet  only  twice  in  the  period 
of  records  when  a  flow  of  350,000  second  feet  was  not  ex¬ 
ceeded  before  June  8.  It  appears,  therefore, — this  is  my 
own  conclusion — that  units  1  and  2  most  certainly  were  in 
reliable  operation  by  June  1,  1932.  It  is  concluded  from 
the  foregoing  that  the  ‘‘date  when  the  project  became 
available  for  the  service  for  which  it  was  intended”  should 
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have  been  June  1,  1932,  and  that  interest  on  all  project 
expenditures  should  cease  on  that  [R.  p.  359]  date.  Charges 
to  fixed  capital  for  taxes,  FPC  pre-operation  charges,  State 
of  Washington  license  fees,  and  credit  for  power  produced 
during  the  construction  period  should  also  be  terminated 
on  that  date.  Actually,  in  my  opinion,  Unit  Xo.  4  became 
available  for  service  on  December  1,  1932,  and  Unit  Xo.  3 
on  February  1,  1933.  It  appears,  however,  that  a  post¬ 
ponement  occurred  in  completing  these  units.  The  order  first 
placed  with  the  manufacturers  of  the  water  wheels  called 
for  shipment  of  all  parts  of  Unit  Xo.  1  on  or  before  July 
1,  1931,  Unit  Xo.  2  on  or  before  Aug.  1,  1931,  Unit  Xo.  3 
on  or  before  Sept.  1,  1931,  Unit  Xo.  4  on  or  before  Oct.  1, 
1931,  and  Service  Unit  on  or  before  Apr.  1,  1931.  This 
order  was  Stone  &  Webster  Order  Xo.  A-5155  on  Allis- 
Chalmers  Manufacturing  Company  and  was  dated  April 
24,  1930.  Stone  &  Webster  Purchase  Order  Xo.  A-5S42 
dated  July  16.  1930,  on  General  Electric  Company  for  gen¬ 
erators  called  for  shipment  of  all  parts  of  the  service  unit 
by  April  1,  1931,  the  first  main  unit  by  May  1,  1931,  and 
subsequent  units  at  six-week  intervals.  By  early  Fall  of 
1930  construction  work  had  progressed  at  such  a  rapid  rate 
that  it  appeared  advisable  to  Stone  &  Webster  and  the 
licensee  to  advance  the  shipping  dates  of  parts  of  the  water 
wheels  in  order  to  complete  the  project  [R.  p.  360]  at  an 
earlier  date  than  planned.  Memorandum  of  Change  Xo.  8 
to  Order  Xo.  A-5155  issued  to  Allis-Chalmers  Manufactur¬ 
ing  Company  on  Xovember  22,  1930,  subsequent  to  an 
exchange  of  memoranda,  authorized  an  additional  charge 
of  $3,500.00  for  advancing  the  date  of  shipment  of  speed 
rings,  pit  liners,  manholes  and  covers,  and  so  forth.  (Items 
4,  5,  and  6  of  original  Order  Xo.  A-5155)  to  the  following 
dates:  For  Unit  Xo.  1,  Oct.  21,  1930,  For  Unit  Xo.  2,  Oct. 
29,  1930,  For  Unit  Xo.  3,  Xov.  6,  1930,  For  Unit  Xo.  4,  Xov. 
14,  1930,  For  Service  Unit,  Xov.  1,  1930.  This  advance 
amounted  to  24  to  46  days  for  the  parts  enumerated,  or 
an  average  35  days  @  $100.00  equals  $3,500.00.  It  appears 
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that  the  licensee  by  the  beginning  of  the  year  1931  was 
planning  on  the  utilization  of  the  Rock  Island  plant  as  a 
part  of  its  firm  power  supply  on  August  1,  1932,  and  not 
before  that  date.  We  can  assume,  therefore,  so  far  as  cir¬ 
cumstances  would  permit,  Stone  &  Webster  would  schedule 
their  construction  operations  at  a  rate  that  would  result 
in  the  most  economical  construction,  bearing  in  mind  the 
date  when  the  project  must  be  completed.  Flow  conditions 
in  the  Columbia  Eiver  during  the  winter  and  spring  of  1931 
w^re  extremely  favorable  to  construction  work  so  that  even 
with  a  moderate  construction  [R.  p.  361]  schedule,  and 
maintaining  an  efficient  organization,  completion  of  the 
project  could  have  been  effected  easily  by  the  spring  of 
1932.  However,  in  prolonging  construction  operations  to 
meet  the  requirements  of  the  licensee,  and  for  the  further 
reason  that  economic  conditions  were  such  that  the  power 
would  probably  not  be  needed  on  August  1,  1932,  Change 
Xo.  12  to  the  Allis-Chalmers  Order  Xo.  A-5155  made  on 
July  17,  1931,  authorized  that  company  to  hold  up  ship¬ 
ment  on  Units  3  and  4  to  the  tentative  date  of  February 
1,  1932,  for  Unit  Xo.  3,  and  to  March  15,  1932,  for  Unit 
Xo.  4,  for  which  Stone  &  Webster  agreed  to  pay  storage 
charges  of  75  cents  per  square  foot  of  space  per  year  for 
the,  period  between  the  original  contract  shipping  dates 
and  the  actual  shipping  dates.  On  the  basis  of  the  fore¬ 
going  tentative  shipping  dates,  Unit  Xo.  3  final  shipment 
was  to  be  delayed  5  months  and  Unit  Xo.  4,  o1/*  months,  for 
which  the  manufacturers  charged  $2,216.93.  Order  Xo. 
A-5S42,  memorandum  of  change  Xo.  7,  dated  July  14,  1931, 
authorized  General  Electric  Company  to  finish  shipping 
generators  3  and  4  on  the  tentative  dates  of  February  1, 
1932,  and  May  1,  1932.  A  handling  charge  of  $1,66S.00  was 
agreed  upon  to  cover  the  additional  expense  occasioned  by 
the  delay  in  shipment.  If  the  advanced  shipping  dates 
provided  for  in  [R.  p.  362]  memorandum  of  Change  Xo.  8 
to  the  Allis-Chalmers  contract  had  been  adhered  to  for 
Units  Xos.  3  and  4,  the  construction  schedule  undoubtedly 
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could  have  been  advanced  from  the  contemplated  comple¬ 
tion  date  of  August  1,  1932,  to  about  April  1,  1932.  The 
following  excerpt  from  a  letter  written  on  December  8, 

1931,  by  Mr.  W.  H.  McGrath,  Vice-President,  Puget  Sound 
Power  &  Light  Co.,  to  Stone  &  Webster  Engineering  Cor¬ 
poration,  states  licensee’s  position  with  respect  to  the 
completion  date  of  the  project:  “Due  to  the  depressed 
conditions  in  business,  conditions  throughout  the  country, 
and  particularly  in  Puget  Sound,  we  now  find  that  we  will 
not  need  the  output  of  the  Kock  Island  plant  in  August 

1932,  as  previously  anticipated  and  we  also  understand 
that  the  date  of  deliverv  of  the  third  and  fourth  units  and 
the  desirable  order  of  installation  will  delay  the  comple¬ 
tion  of  the  job  until  late  in  the  year  1932.  We  wish,  there¬ 
fore,  to  advise  vou  that  we  would  like  to  have  vou  restudv 
your  construction  schedules  and  effect  immediately  what¬ 
ever  changes  in  your  judgment  are  advisable  from  a  con¬ 
struction  standpoint  which  wall  reduce  the  estimated  ex¬ 
penditures  on  a  month-to-month  basis,  so  as  to  complete 
the  work  not  later  than  Jan.  1,  1933.  The  completion  date 
required  under  the  Federal  Power  License  is  January 
17,  1933.”  [R.  p.  363]  As  a  result  of  these  instructions, 
Stone  &  Webster’s  Order  Xo.  A-5155,  Memorandum  of 
Change  Xo.  13,  dated  January  27,  1932,  after  an  exchange 
of  memoranda,  authorized  Allis-Chalmers  Manufacturing 
Company  to  complete  shipment  of  Unit  Xo.  4  turbine  and 
governor  parts  on  March  24,  1932,  and  on  Unit  Xo.  3  tur¬ 
bine  and  governor  parts  on  April  4,  1932.  The  actual  de¬ 
lay  in  shipping  dates  measured  from  the  original  contract 
shipping  dates  was,  therefore,  approximately  7  months  for 
Unit  Xo.  3,  and  approximately  6  months  for  Unit  Xo.  4. 
Stone  &  Webster’s  Order  Xo.  A-5S42,  memorandum  of 
change  Xo.  9,  dated  February  4,  1932,  authorized  General 
Electric  Company  to  start  shipment  on  generators  3  and  4 
so  that  erection  could  start  on  Unit  X^o.  4  on  May  1,  1932, 
be  ready  for  preliminary  operation  on  September  1,  1932, 
and  available  for  load  on  October  1,  1932.  Erection  of 
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Unit  Xo.  3  was  to  start  on  July  1,  1932,  and  be  ready  for 
preliminary  operation  on  December  1,  1932,  and  available 
for  load  by  January  1,  1933.  Order  Xo.  A-5S42,  memoran¬ 
dum  of  change  Xo.  10,  advanced  the  date  for  preliminary 
operation  to  Xovember  1, 1932,  instead  of  December  1, 1932, 
as  called  for  on  memorandum  of  change  Xo.  9.  (Ordinarily 
a  machine  of  this  size  can  be  erected  in  2  months,  but  with 
a  small  crew,  3  months  might  be  required.)  The  foregoing 
change  in  generator  shipments  was  made  to  conform  to 
the  erection  [R.  p.  364]  schedule  adopted  for  the  main 
water-wheel  units.  'Water-wheel  erection  was  or  could 
have  been  advanced  to  a  point  where  there  could  have  been 
no  interference  with  the  erection  of  generators  and  appur¬ 
tenances.  There  is  no  doubt  in  my  mind  that  construction 
of  the  Rock  Island  project  could  have  been  completed  by 
April  1,  1932,  had  the  occasion  demanded  it.  Since  the 
beginning  date  of  Allis-Chalmers  Manufacturing  Com¬ 
pany's  one-year  guarantee  on  Units  1  and  2  was  April  15, 
1932,  it  appears  that  sufficient  tests  and/or  trial  runs  had 
demonstrated  the  reliability  of  their  units  and  it  can  be 
reasonably  assumed  that  the  generators  for  these  units 
were  in  satisfactory  operating  condition  or  else  the  water¬ 
wheel  tests  could  not  have  been  satisfactorily  completed. 
It  is  concluded  also  that,  had  the  occasion  demanded  it, 
Units  3  and  4  could  have  been  placed  in  an  operating  status 
by  April  1,  1932.  Since  the  recommended  date  of  June  1, 
1932,  allows  two  months  additional  time  for  testing  and 
trial  run  of  the  generating  units,  and  since  all  construction 
outside  of  generating  units  was  in  an  operating  status,  it 
is  believed  that  the  conclusion  reached  in  my  report  of 
May  2,  I93S,  is  a  reasonable  one.  I,  therefore,  recommend 
that  the  Commission  fix  the  date  of  June  1,  1932,  when 
the  accrual  of  interest  should  cease,  and  when  taxes  and 
other  charges  to  fixed  capital  should  be  terminated. 
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[R.  p.  365]  By  Mr.  Goetz: 

Q.  Mr.  Logan,  the  reports  you  have  referred  to  as  pre¬ 
pared  by  Mr.  Anthony,  are  reports  to  the  licensee,  and  were 
handed  to  you  subsequent  to  the  preparation  of  your  report, 
were  they  not?  A.  Yes,  sir. 

Q.  Mr.  Logan,  you  have  not  attempted  to  include  in  your 
testimony  the  entire  substance  of  Mr.  Anthony’s  reports, 
have  you?  A.  Xo,  sir. 

Mr.  Goetz :  That  is  all. 

Examiner  Marsh:  Are  those  reports  in  the  files  of  the 
Commission  ? 

Mr.  Goetz:  Xo,  they  are  not. 

#  #  *  #  # 

[R.  p.  375]  Q.  Xow,  Mr.  Logan,  you  said  you  had,  as  I 
understood,  some  connection  with  the  arbitration  of  the 
damages  that  were  paid  in  connection  with  Rock  Island. 
A.  I  did. 

Q.  And  that  is  a  part  of  this  very  dam  site  ?  A.  It  is. 

Q.  Did  I  understand  you  also  to  say  that  you  had  some¬ 
thing  to  do  with  advising  various  people  in  the  valley  with 
respect  to  the  damages  that  they  should  claim  for  damage 
to  their  pumps?  A.  I  did  not. 

Q.  You  did  not  say  that  ?  A.  I  did  not. 

Q.  Did  you  mention  in  your  report  to  the  Commission 
in  this  case,  the  fact  that  you  were  interested  in  connection 
with  the  arbitration  of  Rock  Island?  A.  I  didn't  get  the 
significance  of  that  question. 

(The  last  question  was  thereupon  read  by  the  reporter.) 
A.  I  did  not. 

Q.  Did  you  advise  the  licensee  in  any  way  of  that  fact? 
[R.  p.376]  A.  I  did  not. 

Q.  Do  you  think  that  the  facts  should  have  been  dis¬ 
closed?  A.  I  don’t  think  it  makes  any  difference. 

Q.  Wasn’t  that  an  interest  that  is  antagonistic  to  the 
interests  of  this  Licensee  ?  A.  Xo,  sir. 
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Q.  Didn't  you  advise  with  respect  to  a  report  that  would 
have  required  this  Licensee  to  pay  $140,000  for  Rock  Island? 

Mr.  Bell:  That  is  objected  to.  The  inquiry  is  entirely 
conjectural  and  speculative  and  productive  to  the  introduc¬ 
tion  of  purely  collateral  issues  that  have  no  place  in  this 
proceeding. 

Mr.  Tucker:  I  wish  to  press  my  question. 

Examiner  Marsh :  Read  that  question,  please. 

(The  last  question  was  thereupon  read  by  the  reporter.) 

Examiner  Marsh:  It  seems  to  me  that  counsel  might 
make  the  question  a  little  more  specific. 

Mr.  Tucker:  I  wouid  like  to  press  it,  your  Honor.  I 
think  it  is  a  perfectly  clear  question.  I  asked  if  he  partici¬ 
pated  in  a  certain  report  that  would  have  a  certain  result, 
and  1  think  I  am  entitled  to  an  answer. 

Examiner  Marsh:  You  didn't  specify  the  report. 

Mr.  Tucker:  The  context  shows  I  am  referring  to  the 
[R.  p.  377]  report  of  the  arbitrator  in  fixing  the  value  of 
Rock  Island.  If  it  didn't,  I  amend  my  question  to  show  it. 

Examiner  Marsh :  The  objection  is  overruled. 

The  Witness:  What  is  the  question. 

(The  last  question  was  thereupon  reread  by  the  re¬ 
porter.) 

The  Witness:  I  don't  recall  whether  the  amount  was 
$140,000  or  not,  but  it  was  considerable  in  amount. 

By  Mr.  Tucker: 

Q.  Do  you  remember  whether  it  was  over  $100,000? 
A.  It  just  runs  in  my  mind  that  it  was  $90,000. 

Q.  Just  what  was  your  connection  with  that  report,  Mr. 
Logan  ?  A.  As  the  records  probably — or  do  undoubtedly 
show,  Mr.  R.  K.  Tiffany  was  selected  by  the  Licensee  and 
the  Northern  Pacific  Railway  to  fix  a  value  of  the  island 
upon  which  this  project  was  constructed.  The  late  D.  C. 
Henny  and  myself  were  called  in  by  Mr.  Tiffany  to  deter- 
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mine  what,  in  our  judgment,  was  a  fair  value  to  be  placed 
upon  that  island. 

***** 

[R.  p.  379]  By  Mr.  Tucker: 

Q.  When  we  adjourned  last  evening,  Mr.  Logan,  you 
were  just  telling  us  about  your  connection  with  the  ap¬ 
praisal  of  Rock  Island,  which  was  a  part  of  this  project.  I 
would  like  you  to  pick  up  your  connection.  You  have  seen 
the  record,  have  you  ?  A.  I  have  not  seen  the  record. 

(Examiner  hands  transcript  to  witness.) 

Q.  Will  you  just  read  your  last  answer  there  ?  A.  Yes. 

Q.  Now,  just  in  the  interest  of  saving  time  so  we  won’t 
be  popping  questions  at  you  one  after  the  other,  and  I  will 
try  to  be  as  kind  as  I  can  this  morning,  although  I  had  a 
hard  night,  would  you  just  go  ahead  and  tell  me  in  your  own 
wav — I  want  in  the  record  vour  whole  connection  with  the 

•>  i 

Tiffany  appraisal.  Have  you  any  correspondence  on  the 
subject?  A.  Xo,  sir,  no  correspondence. 

[R.  p.  330]  Q.  Your  recollection  was  not  so  good  yesterday 
on  some  parts  of  it,  was  it  ?  A.  On  the  dates  that  I  visited 
the  project,  or  something  of  that  sort? 

Q.  Xo,  I  didn't  mean  that.  But  did  you  check  to  see 
how  much  your  appraisal  which  5*ou  assisted  in  making  for 
Rock  Island  was?  A.  Xo,  sir. 

Q.  Would  it  refresh  your  recollection  if  I  showed  you  a 
copy  of  Mr.  Tiffany’s  report?  A.  I  don't  believe,  Mr. 
Tucker,  that  I  ever  saw  Mr.  Tiffany's  report. 

Q.  Do  you  know  whether  he  followed  the  advice  that  you 
gave  him  as  to  the  value  of  the  Island?  A.  I  don’t  believe 
he  did. 

Examiner  Marsh:  Was  your  report  to  Mr.  Tiffany  in 
writing  ? 

The  Witness :  Oh,  yes. 

Examiner  Marsh:  You  don’t  have  a  copy  of  that? 

The  Witness:  Xo,  I  don’t. 
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Examiner  Marsh:  Does  counsel  for  the  licensee  have  a 
copy  of  the  report? 

Mr.  Tucker:  Xo,  sir,  it  is  not  a  report  we  would  get. 
"We  got  the  appraiser's  report. 

The  Witness:  As  I  recall,  Mr.  Tucker,  I  am  quite  sure 
[R.  p.  381]  my  appraisal  was  around  $90,000  as  I  stated 
yesterday.  Of  course,  I  never  saw  Mr.  Henny’s  appraisal 
of  it,  nor  did  I  ever  see  Mr.  Tiffany’s  report  to  the — as  an 
arbitrator,  rather. 

Mr.  Tucker:  Have  we  got  the  original  of  the  appraisal 
report? 

(Discussion  off  the  record.) 

By  Mr.  Tucker  : 

Q.  I  show  you  what  purports  to  be  a  copy  of  the  report. 
I  am  particularly  interested  to  know  whether  this  para¬ 
graph  that  I  am  pointing  to,  being  the  next  to  the  last 
paragraph,  refreshes  your  recollection  at  all  as  to  whether 
the  amount  of  the  value  placed  on  Rock  Island  by  Mr. 
Tiffany  was  $140,000? 

Mr.  Bell:  Before  you  undertake  to  answer  that,  I  would 
call  the  Examiner’s  attention  to  the  fact  that  here  is  a  very 
peculiar  situation  where  the  witness  has  previously  stated 
that  to  the  best  of  his  knowledge  and  recollection  he  never 
saw  or  was  acquainted  with  the  report  credited  to  one  Mr. 
Tiffany,  and  that,  as  I  understand,  is  the  document  at 
present  before  him.  I  fail  to  appreciate  the  relevancy  and 
materiality  of  any  statement  the  witness  might  make  from 
that  statement  which  is  before  him.  Certainly,  the  docu¬ 
ment  will  speak  for  itself,  and  that  is  an  improper  line  of 
questioning.  [R.  p.  382]  If  counsel  is  interested  in  having 
that  report — the  conclusions  to  be  drawn  from  the  report, 
an  appropriate  way  is  open  to  him  without  asking  this  wit¬ 
ness  about  something  he  never  saw  before. 

Mr.  Tucker:  I  am  just  asking  if  it  refreshes  his  recol¬ 
lection  and  if  I  haven’t  the  right  to  ask  a  witness  on  cross 
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examination  whether  a  document  I  show  him  refreshes  his 
recollection,  I  don't  know  anything  about  cross  examina¬ 
tion. 

Examiner  Marsh :  I  wish  counsel  for  the  licensee  would 
address  his  remarks  to  the  Examiner  and  not  to  counsel 
for  the  Commission.  I  think  the  question  as  it  was  asked, 
as  to  whether  or  not  the  document  refreshes  his  recollection, 
is  proper.  Testimony  as  to  the  substance  of  that  report 
would  be  improper,  of  course.  The  witness  may  answer 
the  question. 

The  Witness:  This  does  not — this  document  does  not 
refresh  mv  memorv. 

*  i 

Examiner  Marsh :  That  is  all  that  is  necessarv. 

Mr.  Tucker :  If  he  was  going  to  continue  I  would  like  to 
have  him  continue. 

Examiner  Marsh :  He  answered  the  question. 

Mr.  Tucker :  I  know  he  did,  but  vesterdav  it  was  insisted 
that  he  make  explanations,  and  if  he  has  an  additional 
explanation  I  would  like  to  have  him  make  it. 

The  Witness:  As  I  stated  before,  I  have  never  had 
[R.  p.  383]  occasion  to  see  this  report  of  Mr.  Tiffany.  In 
fact,  I  was  not  interested  in  the  matter  after  submitting 
my  report  to  him.  I  will  say  this,  however,  Mr.  Tucker: 
That  a  short  time  ago  Mr.  Tiffany  was  in  Washington  and 
I  asked  him, 1 1  How  much  did  you  recommend  in  connection 
with  the  appraisal  of  this  Island?”  At  that  time  he  told 
me  $140,000,  and  that  is  the  only  time  that  I  ever  heard 
anything  about  how  much  it  was. 

Bv  Mr.  Tucker : 

Q.  Now,  would  you  go  ahead  and  tell  me  what  fee  you 
got  and  what  you  did  in  connection  with  this  appraisal?  I 
want  that  so  that  we  will  have  a  pretty  complete  story  of 
what  your  connection  was  with  this  appraisal. 

Mr.  Bell:  I  submit,  Mr.  Examiner,  with  all  due  regard 
to  counsel's  position  in  the  scheme  of  things,  that  what  fee, 
if  any,  that  the  witness  may  have  procured  is  an  incident 
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of  that  transaction  and  has  absolutely  no  bearing  on  the 
question  here  which  is  what  is  the  legitimate  cost  of  project 
Xo.  943.  It  makes  no  difference  whether  he  worked  for 
nothing  or  got  a  tremendous  fee. 

Examiner  Marsh:  That  may  be  true,  but  the  inference 
has  been  raised  here  that  the  witness  may  be  prejudiced  in 
his  opinion  with  respect  to  the  various  matters  he  has  testi¬ 
fied  to,  and  I  think  that  the  record  here  should  be  [R.  p.  384] 
cleared  up  in  that  respect.  That  is  to  say,  I  think  the  record 
should  show  clearly  and  fully  the  witness’s  relationship 
with  the  project  prior  to  the  time  he  was  officially  connected 
with  it  through  the  Federal  Power  Commission.  I  think 
the  witness  ow*es  it  to  himself,  and  I  think  the  Commission 
wants  that  information  in  the  record. 

Mr.  Bell :  I  take  this  position,  Mr.  Examiner,  that  at  the 
time  the  w*ork  in  question  w*as  undertaken  by  Mr.  Logan, 
he  had  a  status  well  knowm  to  all  of  us  with  his  client,  and 
it  is  t6  be  presumed  that  he  was  a  forthright  gentleman  and 
defended  the  interests  of  his  client  to  the  best  of  his  ability. 

Examiner  Marsh:  That  is  why  I  w*ant  the  testimony  in 
the  record. 

Mr.  Bell:  At  this  time  he  is  engaged  by  other  interests 
and  is  discharging  the  duties  and  obligations  of  that  posi¬ 
tion  to  the  best  of  his  ability. 

*  •  #  #  m 

Mr.  Bell:  I  think  the  question  as  to  what  fee,  if  any, 
[R.  p.  385]  Mr.  Logan  received  at  the  time  he  undertook 
the  w’ork  which  is  the  present  subject  under  investigation, 
has  absolutely  nothing  to  do  with  the  inquiry,  because  I 
can’t  see  where  it  makes  a  bit  of  difference  whether  he 
worked  for  nothing  or  whether  he  got  a  fee,  which  I  hope 
he  got,  which  w*as  approximately  $1,000  a  day. 

Mr.  Tucker:  Suppose  his  fee  w’as  contingent  upon  the 
amount,  wouldn’t  that  be  an  interesting  thing  in  this  record, 
and  shouldn’t  it  be  before  the  Commission  when  they  review’ 
the  case?  I  don’t  know’  that  he  did,  but  that  is  one  thing 
that  I  would  like  to  find  out. 
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Examiner  Marsh :  Go  ahead  and  answer  the  question. 

The  'Witness:  I  think  it  possibly  would  be  appropriate 
to  probably  start  at  the  beginning  in  connection  with  this 
appraisal  and  review  it  as  I  recall  the  situation.  Some 
time  prior  to  the  time  when  I  reported  to  the  Arbitrator, 
naturally,  Mr.  Tiffany  called  upon  me  and  said  Mr.  Henny 
would  be  another  party,  and  asked  me  to  determine  what 
in  my  judgment  was  the  fair  value  of  the  island  on  which 
the  project  was  constructed. 

By  Mr.  Tucker: 

Q.  You  mean  was  to  be  constructed?  A.  "Was  to  be  con¬ 
structed.  I  immediately  went  to  work  and  with  some  pre¬ 
liminary  information  that  I  believe  Mr.  Tiffany  furnished 
me  with  respect  to  the  plan  of  development  [R.  p.  386] 
and,  inasmuch  as  I  had  already  seen  the  site  on  numerous 
occasions  before  that  time,  I  was  fairlv  well  fortified  with 
all  the  information  necessary  to  make  such  an  appraisal. 
I  submitted  this  appraisal  to  Mr.  Tiffany  shortly  after 
and - 

Mr.  Bell:  May  I  interrupt  at  this  point,  Mr.  Examiner? 

We  are  being  favored  with  a  collection  of  names  and  I  think 

it  would  be  distinctly  helpful  at  this  time  if  we  might  have 

the  position  of  the  various  individuals  which  the  witness  is 

undertaking  to  name,  clarified  on  the  record.  Frankly,  I 

don’t  know  whether  Mr.  Tiffanv  owned  this  island  we  are 

%> 

talking  about  or  what  was  his  position  in  the  scheme  of 
things,  and  I  suggest,  if  I  may,  at  this  time  that  the  witness 
undertake  to  clarify  what  are  the  positions  of  the  various 
people  you  have  named. 

Examiner  Marsh:  I  think  counsel  is  right,  and  the  wit¬ 
ness  will  please  identify  the  various  people  named  and  state 
their  relationship  to  him,  if  any,  and  to  the  project. 

The  Witness :  Mr.  Tiffany,  like  myself  at  that  time,  was 
in  private  practice.  He  had  an  office  in  Olympia,  Washing¬ 
ton,  and  I  had  one  in  Spokane.  Mr.  Tiffany,  prior  to  that 
time,  had  been  State  Supervisor  of  Hydraulics,  and  to  the 
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best  of  my  knowledge  Mr.  Tiffany,  and  I  am  sure  I  did  not, 
have  any  connection  with  anybody  at  that  time. 

[R.  p.  387]  By  Mr.  Tucker: 

Q.  So  you  were  just  two  independent  engineers?  A. 
Yes,  sir. 

Q.  And  somebody  came  to  you  or  Mr.  Tiffany  or  both 
of  you  and  asked  you  to  do  something.  Now,  develop  that. 
A.  As  I  recall,  Mr.  Tiffany  was  approached  by  representa¬ 
tives  of  the  Northern  Pacific  Railroad  and  the  Licensee, 
after  what  I  presume  to  be  a  conference,  or  after  some 
considerable  negotiation  had  taken  place,  and  asked  if  he 
would  act  as  an  arbitrator  and  fix  the  value  of  this  island. 
Q.  Now,  the  Northern  Pacific  Railway  Company,  did 

vou  sav?  A.  Yes. 

•>  •> 

Q.  They  purported  to  own  the  island?  A.  They  pur¬ 
ported  to  own  the  island,  yes. 

Q.  And  it  was  a  question  whether  the  Northern  Pacific 
Railway  Company  would  sell  the  island  to  the  Licensee  and, 
was  there  a  dispute  as  to  price  and  Mr.  Tiffany  was 
appointed  an  arbitrator  by  those  parties  to  determine  the 
price.  Is  that  correct  ?  A.  That  is  correct.  Now,  as  to  fee, 
I  don't  care  to  say  what  the  fee  was,  but  I  will  say  this, 
that  it  was  not  contingent  upon  any  value  or  any  moneys 
received  in  [R.  p.  388]  connection  with  the  transfer  or  sale. 
Examiner  Marsh:  Who  was  the  fee  paid  by? 

The  Witness:  The  fee  apparently — I  don’t  know  who  the 
fee  was  paid  by,  but  apparently  Mr.  Tiffany  was  paid  and 
he  in  turn  paid  me  for  my  work. 

By  Mr.  Tucker: 

Q;  Could  I  inquire  why  you  object  to  saying  what  your 
fee  was? 

Mr.  Bell:  I  think  that  is  perfectly  obvious,  Mr.  Exam¬ 
iner.  i  It  is  a  confidential  matter  that  I  see  no  occasion  for 
going  into  at  this  time.  It  has  no  bearing  on  the  question. 
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Mr.  Tucker:  The  Master  lias  already  ruled- 1  can  inquire 
into  it  and  I  am  asking  why  be  objects  to  telling  me.  We 
are  never  going  to  get  through  with  this  hearing  if  you 
don't  give  me  a  little  latitude. 

Mr.  Bell:  I  think  we  have  given  you  360  degrees  already. 

Mr.  Tucker :  I  don ’t  agree  with  you. 

The  Witness:  Well,  Mr.  Tucker,  I  fail  to  see  why,  as  long 
as  I  have  explained  that  it  was  not  based  on  the  amount  of 
monev  involved,  whv  I  should  make  it  a  matter  of  record 
inasmuch  as  I  believe  that  for  your  purpose  I  fully  ex¬ 
plained  the  situation. 

[R.  p.  389]  By  Mr.  Tucker: 

Q.  All  right,  I  won’t  press  it.  I  appreciate  your  pri¬ 
vacy.  Now,  you  don’t  know  of  your  own  knowledge,  do 
you,  whether  the  company  paid  the  appraisal  or  paid  some 
other  amount  ?  A.  Xot  from  my  own  knowledge,  I  do  not. 

Q.  Well,  we  can  prove  what  we  paid  in  other  ways. 
A.  Yes. 

Q.  Xow,  as  I  understand  it,  you  had  at  least  one  other 
rather  important  connection — if  you  don’t  like  that  charac¬ 
terization  you  can  change  it — with  this  project —  A.  Yes, 
sir. 

Q.  — at  the  time  it  was  projected.  A.  Yes,  sir. 

Q.  And  that  was  with  the  Landreth  interests  ?  A.  That 
is  right. 

Q.  Would  you,  in  the  same  way  you  have  done  before — 
I  think  that  is  the  best  way  to  go  at  it  because  we  are  a 
little  calmer  that  way,  state  what  your  connection  with  the 
Landreth  matter  was,  what  it  was,  what  was  involved,  who 
the  parties  were,  what  was  the  connection  of  Landreth,  and 
the  Licensee,  and  so  forth.  A.  The  Licensee  apparently 
in  negotiating  with  the  Landreth  brothers  for  the  prop¬ 
erty — 

[R.  p.  S90]  Q.  Just  so  the  record  will  be  clear,  did  Land¬ 
reth  have  some  interests  on  the  river,  and  if  so  what  ?  A. 
Landreth  brothers  owned  property  and  a  box  shook  fac- 
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tory,  which  is  a  type  of  sawmill,  located  a  short  distance 
upstream  on  the  right  bank  of  the  Colombia  River. 

Q.  You  mean  upstream  from  this  project ?  A.  From 
this  project.  The  Licensee  and  Landreth  brothers  appar¬ 
ently  could  not  agree  on  a  price  and — 

Q.  They  were  a  long  way  apart,  weren’t  they?  A.  I 
don’t  know  how  far  apart  they  were. 

Q.  All  right.  A.  Then,  as  I  remember,  the  Licensee 
brought  suit  against  the  Landreth  Brothers  and  they  re¬ 
tained  the  firm  of  Roberts,  Skeel  &  Holman  of  Seattle  and 
I  was  retained  by  Roberts,  Skeel  &  Holman  to  determine 
what,  if  any,  damage  to  the  sawmill  property  would  be 
occasioned  by  the  construction  of  the  Rock  Island  project. 

Q.  There  was  an  eddy  involved,  wasn’t  there,  as  the 
principal  issue  as  you  remember  it?  A.  This  mill  was 
located  on  a  rock  cliff  alongside  the  river,  some  50  or  60 
feet  up,  above  the  water  service,  and  it  was  in  a  sort  of 
eddy  so  that  the  current  as  it  passed  there  eddied  into 
this  little  bav  and  it  brought  the  logs  down  the  river  against 
the  bank,  and  they  had  a  contrivance,  an  elevator  hoisting 
arrangement,  that  [R.  p.  391]  as  those  logs  passed  along¬ 
side  this  hoist  they  were  hoisted  right  up  into  the  mill  and 
were  cut  into  lumber.  They  were  afraid  that  when  the 
water  was  raised  to  its  ultimate  height  that  this  eddv  would 
be  destroved  and  that  instead  of  the  logs  coming  into  the 
little  bay  or  eddy,  it  would  pass  on  downstream  and  they 
would  lose  them  unless  they  resorted  to  a  boom  or  some 
sort  of  arrangement  diverting  the  logs  from  the  middle  of 
the  channel  into  this  eddy.  And  in  that  connection,  when 
I  was  brought  into  the  case,  I  approached  Mr.  McGrath,  I 
believe — 

Q.  Mr.  McGrath  has  some  connection  with  the  Puget 

Sound  Power  &  Light  Company  ?  A.  At  that  time  he  was  the 

president  of  the  Puget  Sound  Power  &  Light  Company,  and 

I  asked  him  if  I  could  have  anv  of  the  backwater  studies  thev 

+  * 

had  made  to  indicate  to  my  client  just  what  the  conditions 
were,  or  would  be,  after  the  construction  of  this  project. 
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Mr.  McGrath  refused  to  give  them  to  me — this  information 
to  me.  So  with  the  preliminary  information  that  I  had 
obtained  in  connection  with  Rock  Island,  and  with  the  infor¬ 
mation  obtained  on  a  recent  study,  similar  in  character,  on 
the  Clark's  Fork  of  the  Columbia  River  in  Idaho,  I  was 
able  to  reconstruct  a  backwater  curve  which  indicated  the 
[R.  p.  392]  probable  effect  of  the  raising  of  this  water  level 
by  reason  of  the  construction  of  the  dam. 

Q.  To  its  ultimate  height?  A.  To  its  ultimate  height. 

Mr.  Goetz:  "What  was  the  ultimate  height,  Mr.  Logan? 

The  Witness:  600  feet  above  sea  level. 

Mr.  Tucker:  He  is  talking  about  levels  and  not  heights 
of  dams. 

The  Witness:  After  making  some  preliminary  calcula¬ 
tions  in  connection  with  this  problem,  I  decided  that  the 
best  measure  of  what  the  probable  future  effect  would  be, 
would  be  to  construct  a  model  of  the  channel  at  that  point, 
and  on  down  to  the  dam,  and  while  in  Olympia  for  some 
other  reason  as  I  recall,  I  conferred  with  Mr.  Tiffany  as 
we  had  often  done  on  many  occasions  when  we  had  prob¬ 
lems  in  common,  and  he  suggested  that  we  go  down  south 
of  Olympia  to  some  little  creek  down  there  and  build  a 
miniature  Rock  Island  dam,  put  some  eddies  in  it  and  a 
sawmill,  and  we  proceeded  to  do  that  and  using  miniature 
logs  we  constructed  this  channel  as  it  was  in  its  natural 
state,  and  the  logs  as  we  manufactured  them  eddied  in  right 
against  the  bank  as  they  did  at  that  time.  We  raised  this 
model  dam  up  to  a  proportionate  height  and  floated  these 
miniature  logs  in  there,  and  we  found  that  a  great  manv 
of  the  logs  passed  the  eddy,  they  would  [R.  p.  393]  not 
stop  there.  We  took  pictures  of  this  model  and  I  believe 
— no,  I  don’t  believe  that  they  were  introduced  in  evi¬ 
dence  at  the  hearing.  So  I  was  fairly  well  satisfied  in  my 
own  mind  what  the  possible  effects  would  be,  and  when  the 
case  came  for  hearing  in  the  Superior  Court  of  Chelan 
County  at  Wenatchee,  I  was  placed  on  the  stand — 

Q.  Was  that  a  condemnation  suit?  A.  In  this  con¬ 
demnation  suit. 
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Q.  Of  the  Licensee  in  this  case  against  Landreth? 
A.  Yes,  sir.  And  during  the  course  of  mv  testimony  I 
used  an  easel  and  large  sheets  of  paper  and  crayon,  and 
illustrated  all  the  pertinent  points  in  connection  with  the 
problem. 

Q.  Xow  I  think  you  have  given  enough  detail  unless 
you i want  to  get  some  more  in  the  record,  except  this:  Did 
the  case  go  to  a  judgment,  do  you  remember?  A.  As  I 
viewed  the  record  before  the  Commission,  T  know  that  the 
case  was  settled  out  of  Court. 

Q.  You  don’t  recall  the  amount  of  settlement  in  that 
case?  A.  Yes,  I  do.  I  recall — 

Examiner  Marsh:  Just  a  minute.  On  what  is  your 
knowledge  based? 

[R.  ,p.  394]  The  "Witness:  My  knowledge  is  based  on  the 
record  submitted  bv  the  Licensee. 

Examiner  Marsh:  To  the  Federal  Power  Commission? 

The  Witness:  To  the  Federal  Power  Commission. 

Mr.  Tucker:  The  same  kind  of  knowledge  that  all  the 
information,  practically,  in  Mr.  Logan’s  report  is  based  on. 
Isn’t  that  true? 

The  Witness:  Absolutely. 

Mr.  Tucker:  Yes. 

Examiner  Marsh:  Go  ahead. 

The  Witness:  I  believe  the  figure  is  $50,000. 

By  Mr.  Tucker: 

Q.  And  here  again  I  presume  you  would  prefer  that 
I  would  not  ask  you  what  your  fee  was?  A.  I  will  give 
the  same  answer  as  I  did  in  the  other  case. 

Q.  All  right.  Then,  I  won’t  press  it.  Xow,  just  to 
clear  what  was  evidently  a  misapprehension  on  my  part, 
I  quote  from  the  transcript  of  your  direct  examination 
when  you  were  qualifying  your  exhibits  and  so  forth,  page 
21:  “I  negotiated  contracts  for  the  change-over  from 
gasoline  driven  to  electric  driven  pumping  units  on  approx¬ 
imately  44  orchard  tracts  involved  in  this  project,  and 
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have  an  intimate  knowledge  of  the  value  of  such  tracts 
[R.  p.  395]  and  of  those  adjoining.”  Now,  I  took  that  to 
mean  in  a  question  I  asked  you  yesterday,  and  I  won’t 
bother  to  read  the  record  unless  you  want  me  to,  but  I 
think  you  will  recall  the  circumstances,  that  you  have  nego¬ 
tiated  damage  claims  for  44  orchard  owners.  That  isn’t 
true,  is  it?  A.  That  isn’t  true,  no,  sir. 

Q.  Well,  if  I  could  misunderstand  that  record,  perhaps 
other  people  could.  Do  you  want  to  amplify  that  a  little 
bit?  A.  Yes,  I  will  be  glad  to  do  that.  The  statement  that 
I  made  was  in  collection  with  the  change-over  from  gaso¬ 
line  driven  pumping  units  to  electric  pumping  units  prior 
to  1926. 

Q.  I  suppose  the  Licensee  had  some  connection  with  that 
situation  because  it  was  desirous  of  selling  the  power  to 
run  the  electric  pumps  but  did  you  have  any  connection  or 
relationship  with  the  Licensee  in  conection  with  that  trans¬ 
action?  A.  Xo,  sir. 

Q.  Were  you  representing  at  that  time,  if  it  is  not  get¬ 
ting  too  personal  again,  electric  pump  sellers?  A;  Xo,  sir, 
I  was  representing  the  Washington  Water  Power  Company 
at  that  time.  We  were  at  that  time  contemplating  making 
an  extension  into  the  district  to  [R.  p.  396]  serve  the  irri- 
gationists  in  that  area. 

Q.  Washington  Water  Power  Company  was  thinking  of 
coming  into  the  Wenatchee  area,  into  this  valley?  A. 
Yes,  sir. 

Q.  In  an  area  affected  by  this  project?  A.  In  an  area 
affected  by  this  project. 

Q.  Of  course,  at  that  time  there  was  no  project?  A. 
Xo  project. 

Q.  That  is  all  on  that.  Xow,  Mr.  Logan,  I  quote  from 
the  testimony  appearing  on  pages  361  and  362  of  the  tran¬ 
script,  your  direct  examination  of  yesterday:  “If  the 
advanced  shipping  dates  provided  for  in  Memorandum  of 
Change  Xo.  S  to  the  Allis-Chalmers  contract  had  been 
adhered  to  for  Units  Xos.  3  and  4,  the  construction  sched- 
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ule  undoubtedly  could  have  been  advanced  from  the  con¬ 
templated  completion  date  of  August  1,  1932  to  about 
April  1,  1932.”  Have  you  any  reason  at  the  present  time 
to  doubt  the  accuracy  of  that  statement?  A.  No,  I  think 
that  was  entirely  possible. 

Q.  Now,  would  it  surprise  you  to  know  that  the  material 
referred  in  Change  No.  S  was  actually  delivered  on  the 
advanced  schedule?  A.  I  didn't  know  that. 

Q.  It  would  surprise  you,  then?  [R.  p.  397]  A.  Xo,  I 
would  not  say  that  it  would  surprise  me,  if  that  is  the  fact. 
I  am  using  your  records. 

Q.  Well,  would  you  look  at  that  paper  (placing  book 
before  witness)  and  tell  me  whether  you  think  that  is  a 
copy  of  Memorandum  of  Change  Xo.  8  that  you  referred 
to  in  that  statement?  A.  I  am  quite  certain  it  is. 

Q.  And  we  call  for  shipping  dates  ranging  from  October 
2lst  to  November  1,  1930?  A.  That  is  right. 

Q.  And  they  cover —  A.  Items  4,  5  and  6. 

Q.  Do  you  want  to  tell  me  a  little  bit  more  as  to  what 
they  cover?  A.  Manufacturer's  Xo.  S89-797,  shipping 
schedule,  Items  4,  5  and  6,  comprising  speed  rings  which 
include  the  columns  complete  with  base  plates  and  anchor 
bolts.  The  pit  liners  and  manhole  frames  and  covers  shall 
be  shipped  on  or  before  the  dates  noted  below. 

Q.  Then,  these  notes  we  have  just  referred  to  are  given? 
A.  They  are  given. 

Q.  You  misread  that  in  making  the  statement  you  did 
in  vour  testimonv  vesterdav,  didn't  vou? 

»  •  •  *7  • 

Mr.  Goetz:  I  didn’t  hear  the  statement.  Will  you 
[R.  p.  398]  please  read  that,  Miss  Reporter? 

(The  last  question  was  thereupon  read  by  the  reporter.) 

Mr.  Bell:  Let  the  record  show,  Mr.  Examiner,  that  X 
am  handing  the  witness  a  transcript  of  proceedings  of 
March  16,  1939,  open  to  page  361,  in  order  that  the  witness 
may  again  refresh  his  recollection  in  regard  to  that  state¬ 
ment. 
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Tile  Witness:  “If  the  advanced  shipping  dates  pro¬ 
vided  for — ” 

Mr.  Tucker:  You  are  quoting  from  the  record,  are  you? 

The  Witness:  Yes.  “ — in  Memorandum  of  Change 
No.  S  to  the  Allis  Chalmers  contract  had  been  adhered  to 
for  Units  Nos.  3  and  4,  the  construction  schedule  undoubt¬ 
edly  could  have  been  advanced  from  the  contemplated  com¬ 
pletion  date  of  August  1,  1932  to  about  April  1,  1932.” 

By  Mr.  Tucker: 

Q.  Now,  you  know  enough  about  construction,  don’t 
you,  to  know  that  the  things  that  are  covered  in  that  memo¬ 
randum  of  change  are  not  these  units  entire,  but  merely 
the  stuff  that  has  to  be  buried  in  the  concrete  as  construc¬ 
tion  goes  along?  A.  That  is  correct. 

Q.  So  that  you  still  say,  do  you,  that  if  the  parts  of 
these  units  that  had  to  be  buried  in  the  concrete  [R.  p.  399] 
were  delivered,  the  construction  program  could  have  been 
advanced  and  so  forth,  as  you  did  there?  Do  you  still  say 
that,  knowing  what  this  material  is?  A.  No,  sir.  That  was 
a  mistake  on  my  part  there. 

Q.  All  right.  Thank  you.  We  will  get  along  very  well 
that  wav.  As  a  matter  of  fact,  vou  are  somewhat  familiar 
with  these  records,  aren’t  you,  generally?  A.  Generally. 

Q.  Yes.  This  is  a  shipping  record.  Now,  would  you 
compare  the  material  shown  on  this  shipping  record — I 
will  read  this  into  the  record  in  a  minute — with  the  material 
that  is  covered  in  Change  No.  8?  Off  the  record. 

(Discussion  off  the  record.) 

The  Witness:  The  shipping  record  shown  me  does  not 
indicate  the  items  shown  on  Memorandum  of  Change  No.  S. 

By  Mr.  Tucker: 

Q.  Well,  do  you  mean  by  that  answer  that  this  covered 
all  four  units?  A.  Yes,  sir. 
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Q.  The  speed  rings,  columns  and  some  miscellaneous 
equipment?  A.  Right. 

Examiner  Marsh:  You  mean  Change  No.  8  included 
those  items? 

[R.  p.  400]  The  Witness :  Change  Xo.  S  included  those  items. 
Mr.  Tucker:  Change  Xo.  S  included  those  items. 

Bv  Mr.  Tucker: 

•> 

Q.  Have  you  any  doubt  but  that  a  record  showing  that 
supporting  columns,  speed  rings  and  miscellaneous  ma¬ 
terial,  a  shipping  record  showing  that,  relates  to  the  ma¬ 
terials  mentioned  in  S?  In  other  words,  I  ask  you  this: 
I  am  not  familiar  with  the  technicalities  of  this  record,  but 
I  ask  you  this — would  we  be  likely  to  be  getting  two  sets 
of  that  same  material?  A.  You  would  not. 

Q.  Xo. 

Examiner  Marsh:  Is  that  shipping  record  the  record 
of  the  manufacturer  in  making  the  shipment  or  the  record 
of  the  contractor  receiving  the  items? 

Mr.  Tucker:  The  record  of  the  contractor’s  receipt  of 
the  items. 

Would  you  indulge  me,  Mr.  Examiner? 

Examiner  Marsh:  Go  right  ahead. 

(Discussion  off  the  record.) 

Bv  Mr.  Tucker: 

* 

Q.  Xow,  when  you  said  it  did  not  cover  the  items  you 
were  Referring  to  something  that  is  on  the  back  sheet  of 
another  record.  You  were  looking  for  identification  of 
[R.  p.  401]  the  items  in  this  column  over  here  (indicating)  ? 
A.  That  is  correct. 

Q.  And  apparently  that  is  a  different  kind  of  record, 
isn’t  it — it  relates  to  a  different  thing?  A.  That  is  ap¬ 
parent. 

Q.  Yes.  So  that  that  shipping  record  that  I  have 
shown  you,  you  would  say  reasonably  shows  that  the  equip- 
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ment  covered  by  Memorandum  of  Change  No.  8  was  de¬ 
livered  on  the  date  specified  on  that  page?  A.  Yes,  sir. 

Q.  Would  you  mind  reading  for  the  record  this  heading 
and  the  items  down  to  here,  and  this  material  down  to  here 
(indicating)  ? 

Mr.  Bell:  Five  columns,  Miss  Reporter,  first  “Mate- 


rial”,  second  “ 

Papers”, 

third  “Car  No.”, 

fourth  “Date”, 

and  the  fifth  “ 

From 

• 

[R.  p.  402] 

Material 

Papers 

Car  No. 

Date 

From 

Supporting  columns, 

speed  rings  and  mis- 

cellaneous  material.... 

M/S 

BL 

Mihv 

600119 

10/22/30 

Allis,  Wise. 

Partial  Shipment . 

M/S 

BL 

CNW 

45439 

10/15/30 

Allis,  Wise. 

Partial  Shipment . 

M/S 

BL 

CNW 

47631 

and 

55941 

10/16/30 

Allis,  Wise. 

Partial  Shipment . 

in 

W— 1 

BL 

SP 

43860 

and  CM 

66047 

10/23/30 

Allis,  Wise. 

Partial  Shipment . 

M/S 

CMST.P  650572 

10/31/30 

Allis,  Wise. 

Partial  Shipment . 

M/S 

BL 

CMST.P  650471 

10/30/30 

Allis,  Wise. 

Partial  Shipment . 

M/S 

BL 

Mihv 

650371 

11/  3/30 

Allis,  Wise. 

Partial  Shipment . 

M/S 

BL 

Mihv 

600240 

11/  6/30 

Allis,  Wise. 

[R.  p.  403]  Q.  Now,  that  shipping  record  shows,  does  it 
not,  that  all  of  the  parts  you  referred  to  on  page  361  and 
page  362  of  the  record,  were  shipped  prior  to  the  last 
shipping  date  given  in  the  memorandum  of  change?  A. 
They  are. 

Q.  So  in  the  interest  of  accuracy,  the  statement  which 
I  quoted  from  the  record  at  the  beginning  of  this  series  of 
questions,  it  would  be  better  if  it  were  not  in  the  record, 
wouldn’t  it?  A.  No,  I  am  inclined  to  think  that  it  could 
be  used  for  whatever  value  the  Commission  might  wish 
to  give  it. 

Q.  Now,  Mr.  Logan,  do  you  think  that  is  a  fair  answer 
to  that  question?  A.  Yes,  I  do,  for  this  reason:  Although 
those  parts  are  small,  comparatively  small  parts  of  gener¬ 
ating  units,  it  is  very  important  that  they  are  placed  in  the 
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concrete  early  enough  so  as  not  to  delay  any  of  the  major 
part  of  the  equipment.  If  you  should  have  delayed  ship¬ 
ment  and  had  the  delay  on  account  of  having  these  parts 
installed,  it  would  have  meant  that  you  would  have  just 
had  to  hold  up  the  construction  of  the  major  parts  of  the 
units. 

Q.  Yes,  Mr.  Logan,  but  isn’t  it  a  fair  inference  from 
that  statement  that  you  made,  that  these  parts  did  not 
come  through,  they  were  delayed  and,  therefore,  this  project 
[R.  p.  404]  was  not  completed  as  soon  as  it  could  have 
been?  Isn’t  that  the  fair  inference  that  anybody  reading 
that  language  of  yours  would  get  from  it?  A.  Well,  I 
hardly  think  so. 

Q.  As  a  matter  of  fact,  the  shipment  did  come  through? 
A.  Yes,  sir. 

Q.  Just  as  it  was  specified  in  Xo.  S.  You  so  testified, 
didn’t  you?  A.  Yes,  sir. 

Q.  And  vet  vou  sav  vou  want  to  leave  that  statement 
in  the  record.  If  that  is  your  answer  I  will  leave  it. 

Examiner  Marsh:  Off  the  record. 

(Discussion  off  the  record.) 

Bv  Mr.  Tucker: 

•> 

Q.  You  want  to  leave  the  record  there,  do  you,  Mr. 
Logan?  A.  I  think  so;  I  don't  consider  it  of  very  great 
importance. 

Q.  One  of  the  big  issues  in  this  case  is  the  construction 
period,  isn’t  it?  A.  Yes,  sir. 

Q.  And  there  is  a  statement  which  implies  that  there  had 
been  a  delay  when,  as  a  matter  of  fact,  there  had  not  been 
any  delay  as  shown  by  the  record,  and  you  still  want  to 
leave  it  ?  A.  I  will  still  leave  it. 

[R.  p.  405]  Q.  I  did  not  hear  you.  A.  I  will  leave  it. 

Q.  And  you  have  taken  quite  a  considerable  time  con¬ 
sidering  whether  you  want  to  leave  it  or  not  ?  A.  Sufficient. 
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Q.  Now,  you  thought  it  was  extremely  important  that 
these  particular  parts  get  there  early  because  they  had  to 
be  embedded  in  the  contract,  and  if  they  were  not  there 
there  would  be  a  delay  in  the  construction  of  the  substruc¬ 
ture  or  superstructure - 

Mr.  Bell:  Did  you  want  the  record  to  show  “embedded 
in  the  contract,”  as  I  understood  you? 

Mr.  Tucker:  In  the  concrete. 

Mr.  Bell:  If  we  are  going  to  be  correct,  let’s  be  correct. 

Mr.  Tucker:  If  they  were  not  there  there  would  be  a 
delay  in  the  substructure  or  superstructure - 

The  Witness:  Substructure. 

Mr.  Tucker :  A  delav  in  the  concrete  in  the  substructure? 

The  Witness:  Not  a  delay  in  the  concrete  in  the  sub¬ 
structure,  as  you  probably  indicated,  but  it  would  delay 
the  completion  of  all  the  work. 

*  *  *  *  * 

[R.  p.  407]  By  Mr.  Tucker: 

Q.  On  page  347  of  the  transcript  I  quote  your  testi¬ 
mony:  “For  example,  in  Mr.  Anthony’s  report  of  Novem¬ 
ber  1,  1931,  he  stated:  ‘The  total  of  expenditures  and 
commitments  [R.  p.  408]  on  the  project,  as  of  November  1, 
is  slightly  in  excess  of  $14,004,000,  excluding  your  charges 
of  approximately  $666,000  for  interest  during  construction, 
leaves  a  balance  of  $13,338,000  expended  and  committed 
on  your  activities.’  ” 

Q.  You  were  not  following  your —  A.  I  was  following 
the  transcript  of  the  record. 

Q.  Now,  I  want  you  to  follow  what  you  read  from  yes¬ 
terday,  if  I  may  be  permitted  to  go  that  far.  Will  you 
read  the  corresponding  testimony,  what  you  testified  from 
yesterday,  to  me,  so  I  can  compare  the  record?  Can  you 
find  it,  Mr.  Logan?  Now,  will  you  compare  what  you  used 
to  testify  from  yesterday  and  this  record,  and  tell  me 
whether  or  not  the  record  corresponds  with  what  you — 
A.  I  will  read  from  Mr.  Anthony’s  report - 
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Q.  Xo,  I  am  not  asking  you  to  do  that. 

Mr.  Tucker :  If  I  am  not  to  be  allowed  to  use  that  stuff 
mvself - 

The  Witness:  I  will  read  from  the  other.  It  doesn’t 
make  a  difference - 

Mr.  Tucker:  If  I  am  not  allowed  to  use  that  myself, 
I  think  I  ought  to  be  allowed  to  conduct  the  method  to  be 
followed  in  this  comparison. 

The  Witness:  This  is  what  I  used  vesterdav  (indicat¬ 
ing). 

Bv  Mr.  Tucker: 

* 

[R.  p.  409]  Q.  If  I  can’t  have  that,  couldn't  you  read  those 
things  alon"  and  tell  me  whether  the  record  of  that  testi- 

c  c 

mony  yesterday  is  accurately  reported  in  this  transcript? 

Mr.  Bell :  I  can  see  where  you  are  confusing  the  witness 
unintentionally.  You  pointed  to  report  Xo.  14. 

Mr.  Tucker:  I  mean  the  transcript. 

Examiner  Marsh:  Whether  the  transcript  reflects  accu¬ 
rately  what  he  testified  to.  Is  that  it? 

Mr.  Tucker:  Yes.  I  am  asking  him  to  make  that  com¬ 
parison  and  tell  me. 

The  Witness :  This  is  what  I  testified  to  yesterday,  read¬ 
ing  from  my  original  notes:  “The  total  of  expenditures 
and  commitments  on  the  project,  as  of  Xovember  1,  is 
slightly  in  excess  of  $14,004,000,  excluding  your  charges  of 
approximately  $666,000  for  interest  during  construction, 
leaves  a  balance  of  $13,338,000  expended  and  committed  on 
vour  activities.” 

By  Mr.  Tucker : 

Q.  So  that  your  testimony  of  yesterday  and  the  record 
are  precisely  the  same.  Is  that  correct? 

Mr.  Bell:  That  is  correct.  I  followed  the  witness  as 
he  read  and  as  reported  on  page  347  of  the  transcript. 
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Bv  Mr.  Tucker: 

Q.  Now,  will  you  make  a  similar  comparison  of  Mr. 
Anthony’s  report  from  which  you  are  quoting  and  tell  me 
how  [R.  p.  410]  many  errors  you  find?  A.  (Reading)  ‘‘The 
total  of  expenditures  and  commitments  on  the  project  as  of 
November  1st  is  slightly  in  excess  of  $14,004,000  including 
your  charge  of” - 

Q.  Mr.  Anthony’s  report  says  “including”?  A.  That 
is  correct. 

Q.  And  your  testimony  of  yesterday  said  “excluding”? 
A.  It  should  have  been  including. 

Q.  Go  ahead.  A.  “ — your  charge  of  approximately” 


Q.  Wait  a  moment.  Does  Mr.  Anthony’s  report  say 
“charges”?  A.  “your  charge.” 

Q.  And  your  testimony  said  “charges”?  A.  “charges.” 

Q.  That  is  the  second  error  in  the  paragraph?  A. 
That  is  the  second  error  in  the  paragraph. 

Q.  Will  you  read  on?  A.  (Reading)  “ — of  approxi¬ 
mately  $666,000  for  interest  during  construction  which 
leaves  a  balance” - 

Q.  Wait  a  moment.  A.  There  is  a  “which”  left  out. 

Q.  That  is  the  third  error  in  the  paragraph?  A.  That 
is  right. 

Q.  Read  on.  A.  “ — leaves  a  balance  of  $13,338,000  ex¬ 
pended  and  [R.  p.  411]  committed  on  our  activities.” 

Q.  Wait  just  a  moment.  A.  That  is  another  error,  “our 
activities.  ’  ’ 

Q.  Now,  you  were  under  oath  yesterday?  A.  Yes,  sir. 

Q.  You  are  an  engineer?  A.  Yes,  sir. 

Q.  And  one  of  the  things  that  an  engineer  is  supposed 
to  be  is  accurate?  A.  Accurate. 

Q.  And  that  quotation  was  hardly  accurate,  was  it? 
A.  There  were  several  errors  which  I  would  class  as  typo¬ 
graphical  errors. 

Q.  Do  vou  mean  to  sav  that  vou  sit  there  and  call  a 
typographical  error  “excluding”  and  “including”?  Didn’t 
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you  take  tlie  responsibility  of  testifying  accurately  yester- 
terdav?  A.  I  did,  certainly. 

Q.  And  you  didn’t  testify  accurately,  and  when  you 
said  “ excluding”  when  you  meant  * 4 including, ’ ’  you  throw 
it  off  as  a  typographical  error? 

Mr.  Bell:  Mr.  Examiner,  I  think  the  record  is  now  finally 
straightened  out  to  the  satisfaction  of  licensee’s  counsel, 
and  I  see  little  to  be  gained - 

Mr.  Tucker:  I  wish - 

[R.  p.  412]  Mr.  Bell:  Will  you  please  let  me  speak  when 
I  have  the  floor — little  to  be  gained  by  exploring  this  sub¬ 
ject  further.  The  witness  has  acknowledge  very  frankly 
and  straight-forwardly  that  errors  have  been  made  and  he 
has  consulted  the  original  record  which  has  been  put  before 
him.  His  original  statement  is  of  record  and  the  copies 
are  of  record  and  whatever  inference  is  to  be  drawn  is 
certainly  a  field  of  exploration  by  counsel,  and  I  suggest 
we  pass  on  to  another  inquiry. 

Mr.  Tucker:  I  would  like  to  have  the  question  read  be- 
for  1  say  whether  I  will  pass  on. 

(The  last  question  was  thereupon  read  by  the  reporter.) 

Mr.  Tucker:  I  press  the  question. 

Mr.  Bell :  Objection  for  the  reasons  stated. 

Examiner  Marsh:  Answer  the  question. 

The  Witness:  Well,  the  error  is  certainly  a  typograph¬ 
ical  error  and  I  had  no  intention  of  making  it  “including” 
or  “excluding,”  either  one.  I  was  attempting  to  repeat 
accurately  the  statements  made  in  Mr.  Anthony’s  report. 

Bv  Mr.  Tucker: 

Q.  Now,  you  have  heard  of  distortion  by  omission, 
haven’t  you?  A.  Yes,  sir. 

Q.  You  know  what  I  mean  by  that  phrase?  [R.  p.  413] 
A.  I  do. 

Q.  And  in  omitting  material  you  certainly  didn’t  intend 
to  do  that?  A.  I  certainlv  did  not. 

W 
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Q.  And  I  will  give  you  that  credit  too.  A.  Thank  you. 
Mr.  Bell:  Thank  vou. 

Bv  Mr.  Tucker : 

Q.  But  when  you  stop  in  the  middle  of  a  sentence  in 
making  a  quotation  and  put  a  period  and  the  sentence 
continues  on  without  any  indication  of  it,  it  is  hardly  a 
fair  quotation  from  the  record,  is  it? 

Mr.  Bell:  I  think  before  the  witness  undertakes  to  an¬ 
swer  that  we  might  have  the  specific  instance  brought  to 
our  attention  so  as  to  remove  all  doubt  as  to  what  is  being 
talked  about. 

Examiner  Marsh :  I  think  that  is  a  reasonable  request. 

By  Mr.  Tucker : 

Q.  Isn’t  it  customary - 

Mr.  Bell:  I  have  a  request  in  and  I  would  like  to  have 
it  replied  to,  if  possible. 

Mr.  Tucker :  I  certainly  can  try  a  different  form  of  ques¬ 
tion. 

Mr.  Bell:  Do  you  withdraw  the  question? 

Mr:  Tucker:  Yes,  I  withdraw  the  question  and  will  put 
[R.  p.  414]  another  one  a  little  different  in  form. 

By  Mr.  Tucker : 

Q.  It  is  customary  in  making  quotations,  where  you 
break  off  in  the  middle  of  a  paragraph,  to  indicate  the 
break  by  some  dashes,  isn’t  it?  A.  That  is  correct. 

[R.  p.  415]  Q.  Will  you  look  at  the  next  paragraph  after 
the  one  we  have  just  been  talking  about?  A.  In  the  tran¬ 
script? 

Q.  In  the  transcript,  and  compare  it  with  your  notes  for 
accuracy  as  we  did  before,  and  then  compare  it  with  Mr. 
Anthony’s  report,  and  tell  me  whether  at  the  end  of  that 
paragraph  you  broke  off  in  the  middle  of  the  sentence? 
A.  This  is  what  I  stated  in  my  direct  testimony:  “During 
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the  past  several  weeks  you  have  had  under  consideration  the 
matter  of  deferring  all  the  remaining  work  on  the  project, 
after  completion  of  the  west  channel  structures  and  all  in¬ 
stallations  required — ” 

Examiner  Marsh:  “Installations”? 

The  'Witness:  — “installation  required  in  connection 
with  Units  1  and  2.” 

Examiner  Marsh:  Put  in  the  punctuation  too,  as  you 
go  along.  There  seems  to  be  some  question  about  that. 

A.  (Continuing)  After  “project”  is  a  comma.  “We  have 
furnished  at  your  request  certain  estimates  needed  in  your 
study  of  this  problem.  It  is  understood  that  the  matter 
must  receive  careful  consideration  prior  to  reaching  a  defi¬ 
nite  decision,  but  we  wish  to  point  out  that  our  construction 
program  after  December  1  will  be  affected  materially. 99 
That  is  a  period  as  far  as  my  testimony  is  concerned  yes¬ 
terday.  There  was  another  part  of  this  sentence  on  another 
[R.  p.  416]  page.  This  is  what  Mr.  Anthony  said  in  the  con¬ 
tinuation  on  the  next  page  of  his  report :  — “and  it  is  hoped 

that  full  determination  mav  be  had  bv  that  date.” 

• >  •» 

By  Mr.  Tucker : 

Q.  Will  you  turn  to  page  34S  of  the  transcript?  Will 
you  make  a  similar  comparison  between  your  testimony  and 
Mr.  Anthony's  report  in  connection  with  the  paragraph  at 
the  bottom  of  that  page?  A.  Beginning  “with  completion 
of  transmission  line”? 

Q.  That  is  right.  A.  I  will  read  it.  Do  you  want  it  read 
into  the  record  ? 

Q.  Just  read  it  and  tell  me  what  it  is,  so  that  the  record 
will  be  correct.  That  is  all  I  want.  A.  I  stated,  “with  com¬ 
pletion,”  and  it  should  have  been  “with  the  completion  of 
transmission  line  activities  and  the  advanced  work.”  I 
quoted  “advanced  work.”  It  should  have  been,  “advance¬ 
ment  of  work  on  the  west  channel  structures,  monthly  ex¬ 
penditures  from  now  on,  exclusive  of  interest  charges,  will 
be  very  small.” 
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Q.  So  that  other  than  the  two  errors  you  have  mentioned 
there  are  no  errors  in  that  paragraph?  A.  Xo,  that  is  all. 

Q.  Will  you  turn  to  page  349?  It  is  also  customary, 
[R.  p.  417]  isn’t  it,  when  you  take  things  out  of  their  con¬ 
text  to  show  that  the  paragraphs  didn’t  just  run  along 
seriatim,  by  stars  or  some  indication  of  that  kind?  A.  Yes, 
that  is  customary  if  you  want  to  make — if  you  are  attempt¬ 
ing  to  make  a  duplication  or  something  of  that  sort. 

Q.  I  just  want  to  make  an  accurate  record  that  people 
can  understand.  It  isn’t  a  very  good  practice,  is  it,  to  put 
three  paragraphs  that  you  take  from  various  passages  of  a 
report  and  put  them  in  testimony  as  though  they  followed 
seriatim,  is  it?  A.  Xo,  that  isn’t  good  practice. 

Q.  That  is  what  you  did  at  the  bottom  of  this  page,  isn’t 
it  ?  The  first  paragraph  on  page  349  of  the  record  beginning, 
“The  only  work  remaining  to  be  done — ”  you  come  to  the 
end  of  that  paragraph  and  there  are  no  quotation  marks  to 
show  that  is  a  separate  quotation,  are  there?  This  is  in 
report  Xo.  16. 

Mr.  Shannon :  May  I  interrupt  a  moment  ?  The  question 
concerns  quotation  marks,  and  while  canned  testimony  has 
been  used,  strictly  speaking  his  testimony  consists  of  what 
he  says,  and  unless  he  read  out  all  the  punctuation  I  don’t 
know  exactly  how  the  quotation  marks  and  other  punctua¬ 
tion  is  going  to  appear  in  the  transcript. 

Mr.  Tucker:  As  a  matter  of  fact,  talking  about  canned 
[R.  p.  418]  testimony  is  a  new  phrase  to  me. 

Mr.  Logan,  you  handed  a  carbon  copy  of  your  testimony 
that  you  were  reading  from  to  the  reporter,  didn’t  you? 

The  Witness :  I  did. 

Mr.  Shannon:  That  isn’t  his  testimony,  though,  Mr. 
Examiner. 

Mr.  Tucker :  For  an  intelligent  reading  of  this  testimony 
I  think  these  corrections  have  to  be  made. 

Examiner  Marsh:  The  witness  hasn’t  qualified  as  an 
expert  on  such  questions.  I  doubt  if  he  is  capable  to  testify 
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as  to  wliat  is  customarv  and  the  sisrns  and  svmbols  used  in 

* 

quoting  from  such  documents. 

Mr.  Tucker:  He  has  already  testified  he  knows  what 
that  custom  is. 

Mr.  Shannon:  May  I  make  a  suggestion? 
ilr.  Tucker:  And  he  hasn’t  followed  it. 

Mr.  Shannon:  May  I  make  a  suggestion  off  the  record? 
Examiner  Marsh:  Yes. 

(Discussion  otf  the  record.) 

Mr.  Tucker :  Let  me  frame  a  question. 

By  Mr.  Tucker: 

Q.  The  first  paragraph,  being  the  third  from  the  last 
paragraph  from  the  bottom  of  the  page  on  page  349  of  the 
record,  was  quoted,  was  it  not,  from  a  page  of  Mr.  Anthony’s 
report?  A.  That  is  correct. 

[R.  p.  419]  Q.  And  without  any  break  to  indicate  that  you 
were  skipping  things  the  next  paragraph  was  quoted  from 
page  5  of  Mr.  Anthony’s  report.  A.  That  is  correct. 

Q.  Without  any  break  to  indicate  you  were  skipping 
things,  and  the  next  paragraph  was  quoted  from  another 
part  on  page  5,  with  material  in  between?  A.  That  is 
correct. 

Q.  Will  you  turn  to  page  350  of  the  record  ?  There  is  a 
paragraph  there,  “On  December  21  and  22.”  Without  any 
further  question  will  you  pick  up  the  errors  in  that  para¬ 
graph  as  quoted  there  from  what  they  were  stated  to  be  in 
Mr.  Anthony’s  report?  A.  Reading  from  my  testimony 
yesterday,  “On  December  21  and  22”  (there  should  have 
been  a  comma;  I  didn’t  have  any  comma  in  that  one)  “pre¬ 
liminary  power  tests  were  made  on  Unit  Xo.  2 - ” 

Q.  Wait  a  minute.  Is  “Xo.”  in  Mr.  Anthony’s  report? 
A.  Xo,  “Xo.”  is  not.  (Continuing)  “Unit  2  to  determine 
the  output  and  operating  characteristics  under  various 
positions  of  the  runner  vanes  and  for  the  full  range  of  gate 
openings?” 
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Q.  Wait  a  minute.  Is  it  a  period  or  a  question  mark? 
In  your  testimony  wasn’t  it  a  question  mark?  A.  No.  It 
should  have  been  a  period.  That  is  the  [R.  p.  420]  way  I 
had  it. 

Examiner  Marsh:  The  error  appears  in  the  transcript, 
then. 

Mr.  Tucker :  My  transcript  shows  a  question  mark. 

Examiner  Marsh:  So  does  mine. 

Mr.  Tucker:  It  is  evidently  an  error  on  the  reporters 
this  time. 

A.  (Continuing)  “These  tests  were  made  at  a  head  of 
32  feet  and  indicated - ” 

By  Mr.  Tucker : 

Q.  (Interposing)  Is  “indicated”  right?  A.  “indicate 
that  the  wheel  gave  approximately  the  guaranteed  output, 
although  this  fact  could  not  be  definitely  determined  until 
more  precise  measurements  of  head  and  output  can  be 
made  ’  ’  ( instead  of  *  ‘  could  be  made.  ”  It  is  “  could  be  made,  ’  ’ 
and  it  should  be  “can  be  made.”) 

Q.  On  page  354  of  the  transcript  you  quoted  from  Mr. 
Anthony’s  report  Xo.  19  as  of  April  1,  1932,  in  the  second 
paragraph  from  the  bottom  of  that  page,  as  follows:  “Since 
completion  of  the  efficiency  and  power  tests  on  the  service 
and  main  units,  efforts  have  been  concentrated  on  the  cor¬ 
rection  of  the  rough  operation  of  the  water  wheels  which  is 
evidenced  at  the  high  vane” — (that  word  should  be 
*  ‘  higher,  ’  ’  should  it  not  ?  In  Mr.  Anthony ’s  report  the  word 
“high”  is  “higher”.)  [R.  p.  421]  A.  It  should  be 
“higher.” 

Q.  In  other  words,  Mr.  Anthony’s  report  said  “higher.” 
Your  testimony  said  “high.”  Bight?  A.  My  report  said 
“high,”  and  it  should  have  been  “higher.” 

Q.  (Continuing)  “vane  settings  for  certain  gates.  We 
had  objected  to  this  operating  condition  and  had  asked 
the  manufacturers  to  endeavor  to  correct  same.”  Check 
me  on  this.  The  paragraph  immediately  following  the  one 
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I  have  just  read,  and  also  appearing  on  page  354,  being 
the  last  paragraph  on  that  page  and  which  paragraph  is 
also  quoted  from  Mr.  Anthony’s  report,  Xo.  19,  reads  as 
follows,  does  it  not?  “Experiments  on  the  governors  are 
also  underway  in  an  effort  to  secure  better  regulation. 
Mr.  White  is  making  certain  changes  to  accomplish  this 
result,  although  we  are  quite  sure  that  the  equipment  will 
fully  meet  the  specifications  in  this  respect.”  That  is 
accurately  quoted,  isn't  it?  A.  Yes,  sir. 

Q.  On  page  355  of  the  transcription  I  again  quote  a 
paragraph  from  the  same  report  of  Mr.  Anthony  as  follows : 
“There  is  some  doubt  as  to  whether  the  gate  operating 
cylinders  are  large  enough  to  secure  rapid  gate  adjustment 
under  changing  load  conditions  without  resorting  to  higher 
[R.  p.  422]  pressures  than  were  stipulated.  We  do  not 
think  that  the  higher  pressures  are  undesirable,  but  we 
will  be  guided  by  your  desire  in  this  matter.”  Right?  A. 
That  is  right. 

Q.  beginning  with  the  first  full  paragraph  on  page  356 
of  the  transcript  you  purport  to  quote  from  Mr.  Anthony’s 
report,  Xo.  20,  and  that  paragraph  deals  with  the  difficul¬ 
ties  with  the  governor  oil  pressure  system.  Is  that  right? 
A.  \  es. 

Q.  The  paragraph  immediately  following,  also  quoted 
from  Mr.  Anthony's  report  Xo.  20,  reads  as  follows:  “Dur¬ 
ing  the  latter  half  of  the  month,  expenditures  were  confined 
to  the  governors - ” 

Mr.  Bell:  Just  a  minute.  Aren’t  you  going  over  that 
one  up  above  ? 

Mr.  Tucker:  I  am  not  quoting  it.  I  am  just  calling  his 
attention  to  it. 

Mr.;  Bell:  Which  one  are  we  interested  in  now? 

Mr.  Tucker:  We  are  now  interested  in  the  one  beginning, 
“During  the  latter  half  cf  the  month,  expenditures  were 
confined  to  the  governors - ” 

The  Witness:  That  is  wrong. 


189 


(Eugene  Logan ,  Com.,  Cross,  ConVd.) 

By  Mr.  Tucker : 

Q.  (Continuing)  “experiments  were  confined  to  the 
governors  in  an  endeavor  to  secure  more  sensitive  opera¬ 
tion.  [R.  p.  423]  Several  changes  were  made  by  Mr.  "White 
and  on  April  26,  at  a  conference  with  your  representatives, 
it  was  decided  that  the  specifications  had  been  met  and 
tentative  acceptance  was  approved.”  A.  That  checks. 

Q.  What  diffculties,  as  you  have  got  this  thing  set  up 
in  that  report,  do  you  think  were  referred  to  in  the  last 
paragraph? 

[R.  p.  424]  Mr.  Bell:  The  last  paragraph  in  the  report  or 
the  last  paragraph  read? 

Mr.  Tucker:  The  last  paragraph  that  I  just  read  with 
reference  to  the  governors.  A.  That  refers — I  will  read  the 
paragraph  preceding  that. 

Mr.  Tucker:  In  Mr.  Anthony’s  report? 

The  Witness:  In  Mr.  Anthony’s  report. 

By  Mr.  Tucker : 

Q.  I  should  like  to  have  you  do  that,  because  I  think 
that  makes  it  clear.  A.  “The  governor  oil  pressure  sys¬ 
tem — ” 

Q.  Just  a  minute. 

Examiner  Marsh :  Is  that  the  paragraph  which  precedes 
it  in  the  transcript? 

Mr.  Bell:  That  is  the  one  we  started  off  to  talk  about, 
and  then  simply  just  kissed  it  good-bye,  and  we  didn’t  go 
into  it. 

Examiner  Marsh:  There  is  a  paragraph  beginning, 
“During  the  latter  half  of  the  month”  immediatelv  follow- 
ing  the  paragraph  beginning,  “The  governor  oil  pressure 
system”  in  Mr.  Anthony’s  report. 

The  Witness:  It  does. 

Bv  Mr.  Tucker: 

•> 

Q.  And  that  was  omitted  in  your  testimony,  wasn’t 
[R.  p.  425]  it  ?  A.  No. 

Mr.  Bell:  Not  at  all. 
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Bv  Mr.  Tucker: 

Q.  I  now  ask  you — this  is  a  little  confused  but  I  think 
it  is  the  nature  of  the  beast — what  difficulties  do  you  believe 
were  referred  to  in  the  paragraph  beginning,  ‘‘During  the 
latter  half  of  the  month,”  and  so  forth?  A.  Experiments 
were  confined  to  the  governors,  and  the  previous  paragraph 
states  that  “the  175  pound  pressure  specified,  and  this  mat¬ 
ter  has  been  left  open  for  final  determination  within  the  one 
year  guarantee  period.”  It  refers  to  the  paragraph  pre¬ 
vious. 

Q.  You  say  this  refers  to  the  previous  paragraph? 
A.  Yes,  sir. 

Q.  You  didn’t  know,  did  you,  that  there  had  been  trouble 
with  the  governors  themselves,  the  flvball  governors?  A. 
Xo,  pot  unless  it  was  stated  in  Mr.  Anthony’s  report. 

Q.  Assuming  that  to  be  true  (I  will  undertake  to  show 
it  later),  then  this  paragraph  beginning,  “During  the  latter 
half  of  the  month,”  and  so  forth,  could  refer  to  that  instead 
of  the  raising  of  the  oil  pressure,  couldn ’t  it  ?  A.  It  could 
have  been. 

[R.  p.  426]  Q.  If  that  is  the  fact,  then  the  fact  that  was 
stated  in  Mr.  Anthony’s  report  that  it  was  decided  that 
the  specifications  had  been  met,  relates  to  a  very  different 
matter  than  the  oil  pressure,  doesn’t  it,  on  the  assumption 
that  that  is  the  fact  ?  A.  I  don’t  follow  where  you  are  quot¬ 
ing  from,  Mr.  Tucker. 

Q.  I  am  referring  to  the  paragraph,  “During  the  latter 
half  of  the  month,  experiments  were  confined  to  the  gover¬ 
nors  in  an  endeavor  to  secure  more  sensitive  operation.” 
If  it  is  a  fact  that  the  reference  there  is  to  the  flyball  gover¬ 
nors  and  not  the  governor  oil  pressure,  then  the  fact  that 
the  specification  had  been  met  and  tentative  acceptance  was 
approved  would  have  reference  to  a  very  different  thing 
than  the  raising  of  the  oil  pressure.  A.  Well,  I  imagine  it 
can  be  inferred  at  least  that  he  was  talking  about  governors. 

Q,  The  oil  pressure  governors?  A.  Yes. 
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Q.  Isn’t  it  a  fact  that  at  that  time  the  work  on  the  oil 
pressure  governors  was  just  about  starting?  A.  I  don’t 
know  as  to  that. 

Mr.  Bell :  I  would  like  to  call  attention  to  the  fact,  Mr. 
Examiner,  that  an  extensive  exploration  is  undertaken  as 
to  what  is  to  be  the  interpretation  of  various  [R.  p.  427] 
recitals  in  these  reports,  when  sitting  in  this  room  at  this 
minute  is  the  author  of  the  report  who  could  clear  up  the 
entire  situation  in  two  or  three  minutes. 

Examiner  Marsh:  I  think  counsel  has  gone  about  as  far 
as  he  could  reasonably  be  expected  to  go  along  those  lines. 

By  Mr.  Tucker : 

Q.  Although  this  one  starts  in  much  the  same  manner, 
it  is  of  a  very  different  character,  and  I  hope  you  will  in¬ 
dulge  me. 

Mr.  Logan,  on  page  357  of  the  transcript  you  para¬ 
phrased  a  paragraph  taken  from  page  5  of  the  monthly 
report  Xo.  21,  as  of  June  1,  1932.  Have  you  got  it  there? 
A.  Yes,  sir. 

Q.  The  paragraph  about  Mr.  White?  A.  Yes,  sir.  Do 
you  want  me  to  read  my  statement?  Q.  Xo.  I  just  want 
you  to  be  able  to  follow  it.  It  is  to  the  effect  that,  “Mr.  W. 
M.  White  of  the  Allis  Chalmers  Manufacturing  Company, 
who  had  been  at  Rock  Island  in  charge  of  the  general  tests 
of  his  equipment,  returned  to  Milwaukee  upon  completion 
of  governor  tests.”  The  next  paragraph  in  the  transcript 
which  immediately  follows  that  paragraph,  and  was  also  a 
paraphrase  of  a  part  of  another  paragraph  to  be  found  on 
page  5  of  the  report  Xo.  21,  deals  with  a  preliminary  capacity 
test  on  [R.  p.  428]  one  of  the  main  units.  Is  that  right? 
A.  That  is  correct. 

Q.  I  quote  from  the  next  page  of  the  transcript,  page 
35S:  “It  appears,  therefore, — this  is  my  own  conclusion 
— that  Units  1  and  2  most  certainly  were  in  reliable  opera¬ 
tion  by  June  1,  1932.”  If  you  will  get  a  copy  of  the  report 
21  and  open  it  at  page  5  will  you  please  read  for  the  record 
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the  paragraph  in  the  middle  of  that  page  which  you  omit¬ 
ted  in  paraphrasing  on  page  357,  and  which  rightly  belongs 
between  the  paragraphs  which  you  there  paraphrased,  one 
dealing  with  Mr.  "White's  return  to  Milwaukee  and  the 
other  with  the  preliminary  capacity  test  ?  A.  “The  manu¬ 
facturer  has  secured  the  acceptance  of  the  insurance  car¬ 
riers,  of  a  240  pound  operating  pressure  on  the  accumulator 
tanks  of  the  governor  oil  pressure  system  and  the  pressure 
is  now  being  gradually  raised.  The  oil  pump  is  operated 
for  several  days  at  each  increase  of  five  pounds  pressure  in 
order  to  properly  wear  in  the  bearings.” 

Q.  I  ask  you,  in  view  of  the  paragraph  which  you  have 
just  read  aloud,  it  is  apparent,  isn’t  it,  that  the  pressure 
raising  process  was  just  begun,  that  is  just  prior  to  June  1, 
1932?  [R.  p.  429]  A.  That  is  correct. 

Q.  Now  I  ask  you,  in  view  of  this  fact,  how  can  you 
possibly  justify  your  statement  which  I  have  just  read  from 
the  transcript  on  page  35S  that,  “It  appears,  therefore,  — 
thisi  is  my  own  conclusion — that  Units  1  and  2  most  cer¬ 
tainly  were  in  reliable  operation  by  June  1,  1932”?  A.  I 
should  have  added  to  that  statement  “In  so  far  as  the 
purpose  of  determining  a  date  for  the  completion  of  the 
project  for  the  accrual  of  interest  and  similar  charges.” 

Q.  In  other  words,  this  is  a  situation  where  Units  1  and 
2  on  June  1  had  a  defect  in  the  governor  oil  pressure  sys¬ 
tem  which  it  would  take  a  long  time  to  correct,  and  yet 
you  say  that  it  was  ready  to  go  into  commercial  opera¬ 
tion,  for  the  purposes  of  interest  on  June  1.  A.  That  is 
right. 

^Ir.  Bell :  I  suggest,  Mr.  Examiner,  if  counsel  is  going 
to  testify  that  it  probably  should  be  done  in  the  customary 
way.  That  is  hardly  a  question.  It  is  a  statement. 

Mr.  Tucker :  I  think  on  cross-examination  I  can  depend 
on  a  hostile  witness  to  take  care  of  himself. 

Examiner  Marsh:  I  think  the  witness  has  answered  the 
question. 
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By  Mr.  Tucker: 

Q.  Xow,  as  a  matter  of  fact,  that  oil  pressure  [R.  p.  430] 
you  state  in  your  report,  I  believe,  was  then  operating 
at  175  pounds.  A.  Yes,  sir. 

Q.  In  order  to  make  this  system  work  at  all  blade  set¬ 
tings  it  had  become  necessary  to  increase  the  pressure  to 
240  pounds.  A.  That  is  right. 

Q.  And  at  this  stage  of  the  game  it  had  been  determined 
to  do  that.  A.  That  is  right. 

Q.  Do  you  know  what  the  manufacturers  had  recom¬ 
mended  as  to  the  amount  of  increase  that  it  was  safe  to 
put  on  the  pressure  per  week  ?  A.  I  don ’t  know  how  many 
pounds  that  they  recommended  per  week. 

Q.  Will  you  look  at  the  record  at  your  own  quotation 
from  Mr.  Anthony’s  report,  which  you  just  read  aloud  a 
minute  ago  I  think,  the  record  will  show  that,  “The  manu¬ 
facturer  has  secured  the  acceptance  of  the  insurance  car¬ 
riers  of  a  240  pound  operating  pressure  on  the  accumulator 
tanks  of  the  governor  oil  pressure  system  and  the  pressure 
is  now  being  gradually  raised.  The  oil  pump  is  operated 
for  several  days  at  each  increase  of  five  pounds  pressure 
in  order  to  properly  wear  in  the  bearings.”  A.  “Several 
days”  is  difficult  to  define  there  in  [R.  p.  431]  that  case. 

Q.  Did  vou  hear  Mr.  Xewberrv’s  testimonv  vesterdav? 
A.  I  did,  yes,  sir. 

Q.  Did  you  hear  him  say  that  the  manufacturer  had 
recommended  five  pounds  a  week?  A.  I  heard  something 
about  that. 

Q.  On  the  assumption  that  is  accurate,  how  many  weeks 
from  June  1  would  it  take  to  bring  that  pressure  to  the 
required  pressure  of  240  pounds?  A.  Thirteen  weeks. 

Q.  And  that  is  from  June  1,  1932,  which  is  the  date  we 
are  talking  about,  isn’t  it?  A.  That  is  correct. 

Q.  And  yet  you  say  the  unit  was  ready  for  commercial 
operation  on  June  1.  A.  For  the  purpose  of  calculating 
interest. 
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Q.  Well,  how  do  you  determine — what  is  the  determina¬ 
tion  date  for  calculating  interest  except  on  the  basis  of 
when  a  machine  is  ready  for  dependable  commercial  opera¬ 
tion?  A.  I  based  mv  conclusions  on  a  statement  that  I 
made  yesterday  in  the  beginning  of  my  testimony,  on  the 
construction  period  of  an  opinion  handed  down  by  the 
Commission  defining  what  the  date  should  be. 

Q.  As  a  matter  of  fact  that  opinion  had  to  do  not  [R. 
p.  432]  with  the  end  of  the  period  but  the  beginning  of  the 
period,  didirt  it,  Mr.  Logan?  A.  Xo,  it  had  both. 

Q.  That  quotation,  if  you  will  read  the  paragraph — I 
hand  ybu  the  Twelfth  Annual  Report  of  the  Federal  Power 
Commission  for  1932,  and  I  will  ask  vou  to  read  the  verv 
next  sentence — the  very  next  sentence — not  even  a  new 
paragraph,  of  that  opinion  into  the  record.  A.  “We  adopt 
July  1, 191S  as  the  beginning  of  such  a  period  in  this  case.” 

Q.  In  other  words,  it  relates  to  the  beginning  and  not 
to  the  end.  Right?  A.  That  particular  sentence  relates 
to  the  beginning. 

Q.  That  is  right.  Xow,  let’s  assume  that  you  couldn’t 
get  this  oil  pressure  raised,  and  I  think  that  is  the  substance 
of  your  testimony,  regardless  of  whether  it  would  be  taken 
for  the  construction  period  or  not,  until  I  think  you  testi¬ 
fied  September  1st. 

Mr.  Bell:  Xo  date. 

Bv  Mr.  Tucker : 

•> 

Q.  Well,  thirteen  weeks  from  June  1.  You  tell  me  what 
it  is.  A.  It  is  about  the  fore-part  of  September. 

Q.  Around  the  1st  of  September?  [R.  p.  433]  A.  Around 
the  1st  of  September. 

Q.  Xow,  in  addition  to  the  defect  in  the  oil  pressure 
system  here  (excuse  me,  I  don’t  use  technical  language, 
but  you  know  what  I  mean) —  A.  I  think  so. 

Q.  I  have  had  an  awful  lot  of  it  thrown  at  me  in  the 
last  few  weeks — you  had  another  defect  in  those  machines, 
didn’t  you? 
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Mr.  Bell:  We  heard  of  eight  or  ten  yesterday.  Which 

one  do  vou  want? 

•> 

Mr.  Tucker:  Let  him  pick  either  one  of  them.  I  will 
handle  them  all.  A.  For  example,  shaft  sleeves. 

By  Mr.  Tucker: 

Q.  Yes,  shaft  sleeves.  I  had  that  in  mind.  Now,  don’t 
you  think  fairly  that  it  appears  that  that  was  an  error  of 
design?  A.  Yes,  I  am  inclined  to  think  that  that  was  an 
error  of  design. 

Q.  So  that  machines  that  you  are  talking  about  as  hav¬ 
ing  gone  into  dependable  operation  on  June  1,  1932,  for 
the  purpose  of  determining  interest,  not  only  would  have 
had  to  have  the  oil  pressure  raised  to  240  pounds  which 
would  take  it  up  to  September  1,  1932,  but  had  a  defect  in 
the  water  wheels  in  this  sleeve  on  the  shaft  that  they 
have  been  talking  about.  [R.  p.  434]  Now,  did  you  hear  Mr. 
Anthonv’s  testimonv  in  connection  with  the  remedv  of  the 
defect  on  that  sleeve?  A.  I  did. 

Q.  And  did  you  think  it  could  have  been  done  fairly 
short  of  two  and  a  half  months?  A.  I  think  that  was  Mr. 
Newberrv’s  testimonv. 

*  w 

Q.  Well,  either  Mr.  Anthony  or  Mr.  Newberry?  A.  Yes. 

Q.  Never  mind —  A.  Yes.  It  would  take  approxi¬ 
mated  that  length  of  time. 

Q.  And  if  you  add  to  the  September  1  date  to  fix  the 
governor  oil  pressure  system  two  months  and  a  half  to 
fix  the  defect  in  design  of  the  sleeve  bearing,  you  would 
get  to  November  15,  1932,  would  you  not?  A.  That  is  cor¬ 
rect. 

Q.  And  that  is  the  very  date  that  Mr.  Newberry  and 
Mr.  Anthony  arrived  at  in  their  reconstructed  program 
yesterday.  Kight?  A.  That  is  correct. 

Q.  You  heard  Mr.  Anthony’s  testimony  about  operation 
of  those  machines  with  the  knowledge  of  that  defect  in  the 
sleeve  design,  didn ’t  you  ?  A.  Yes,  sir. 
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Q.  And  do  vou  agree  that  if  one  of  those  sleeves  [R. 
P-  435]  let  loose  it  might  be  a  very  serious  matter?  A. 
Exceeding’  so. 

Q.  And  do  you  agree  that  it  might  even  result,  because 
of  the  fact  that  the  head  gates  couldn't  be  closed  for  ap¬ 
proximately  two  hours,  in  the  flooding  of  the  plant?  A. 
Ido. 

Q.  Perhaps  that  is  an  extreme  condition,  but  that  could 
have  happened  ?  A.  It  could. 

Q.  And  yet  you  say,  seriously,  I  take  it —  A.  Yes,  sir. 

Q.  — that  for  the  purpose  of  determining  the  date  upon 

which  interest  during  construction  should  be  used  June  1 

is  the  date?  A.  That  is  substantially  mv  testimonv;  that 

is  the  substance  of  mv  testimonv. 

•>  * 

Q.  I  would  like  to  hear  you  justify  that  statement  in 
the  light  of  the  testimony  you  have  just  given.  A.  I  don’t 
deny,  nor  have  I  denied  at  any  time,  the  facts  as  have  been 
brought  out  bv  Mr.  Anthonv  and  Mr.  Xewberrv  on  the 
troubles  that  they  had.  I  know  that  those  troubles  occur, 
and  that  it  could  be  considered  in  the  light  of  the  circum¬ 
stances  under  which  they  erected,  in  retrospect;  that  no, 
the}*  could  not  have  been  used  for  dependable  service,  but 
as  I  take  it  the  Com-  [R.  p.  436]  mission  are  only  interested 
in  knowing  what  in  your  opinion  under  similar  circum¬ 
stances  might  have  occurred. 

Q.  Oh  ?  You  mean  that  in  this  kind  of  a  determination 
the  Federal  Power  Commission  is  not  interested  in  the 
facts?  A.  Yes,  sir. 

Q.  But  is  interested  in  some  theoretical  reconstruction 
of  the  picture,  regardless  of  the  facts? 

Mt\  Bell:  Just  a  minute,  before  you  undertake  to  answer 
that. 

Mr.  Examiner,  I  submit  that  counsel  is  endeavoring  to 
place  an  entirely  erroneous  construction  upon  the  state¬ 
ment  of  this  witness,  and  certainly  the  very  fact  that  we  are 
gathered  here  indicates  that  the  Commission  is  desirous  of 
procuring  and  securing  the  facts. 


197 


(Eugene  Logan ,  Com.,  Cross,  Cont’d.) 

What  inference  any  person  wants  to  draw  from  those 
facts  is  his  own  immediate  and  personal  concern. 

Mr.  Logan  has  drawn  his,  and  stated  the  facts.  Bevond 
that  I  think  he  is  not  properly  entitled  to  go,  the  balance 
of  the  burden  being  that  of  the  Commission,  and  it  is  able 
to  speak  for  itself. 

Mr.  Tucker:  This  is  a  rather  amazing  situation,  a 
brother  lawyer  protecting  his  own  witness  that  way  on 
cross  examination,  but  I  think  I  am  fairly  entitled  to  an 
answer.  1  recognize  Mr.  Logan  is  not  the  Commission, 
Your  Honor,  but  [R.  p.  437]  he  is  making  a  recommendation 
to  the  Commission,  and  if  he  wants  to  amend  that  question 
I  will  amend  it  to  sav  that  he  is  disregarding  the  facts  and 
giving  the  Commission  a  reconstructed  thing  that  is  purely 
theoretical. 

Will  you  answer  that  question? 

The  Witness:  Yes,  sir. 

Mr.  Bell:  You  will  answer  the  question? 

The  Witness:  Yes,  sir. 

Mr.  Bell:  All  right. 

Mr.  Tucker:  He  has  answered  the  question  “Yes.” 

Mr.  Bell:  Just  a  minute.  You  have  three  questions 
thrown  at  him.  Let ’s  take  them  apart  and  handle  them  one 
at  a  time. 

Mr.  Tucker:  All  right.  He  says  he  will  answer  the 
question.  Then  answer  it. 

Mr.  Bell:  Your  “yes”  replied  to  that  question,  is  that 
right,  Mr.  Logan,  that  you  will  answer  the  question? 

The  Witness:  I  will  answer  the  question,  yes. 

Examiner  Marsh :  Proceed. 

A.  I  think  I  have  stated  on  several  occasions  during  the 
progress  of  this  case  that  I  do  not  dispute  the  fact,  and 
it  is  a  fact  that  they  had  all  kinds  of  trouble  with  those  units, 
and  that  they  were  not,  or  could  not  be  considered  under 
the  circumstances,  dependable  units. 
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By  Mr.  Tucker: 

[R.  p.  438]  Q.  And  they  could  not  have  been  considered 
dependable  units  until  about  November  15,  even  if  they 
had  been  under  pressure.  Isn’t  that  about  what  you  testi¬ 
fied  to  a  minute  ago?  A.  No.  I  disagree  with  that  state- 
ment.  Under  certain  pressure  and  conditions  I  believe  that 
a  much  earlier  date  was  possible  if  the  occasion  had  de¬ 
manded  it. 

Q.  Well,  did  the  occasion  demand  it?  A.  It  did  not. 

Mr.  Tucker:  I  regret  that  answer,  because  I  will  have 
to  go  back  and  reconstruct  this  whole  program  here  with 
the  witness. 

By  Mr.  Tucker: 

Q.  Let’s  talk  generalities  for  just  a  moment.  You  would 
agree,  I  think,  that  up  to  some  point  in  this  program  there 
had  been  no  delay  operating  in  this  construction?  A.  Yes, 
sir. 

Q.  And  that  the  construction  had  been  going  forward 
just  as  rapidly  as  it  could  go?  A.  Yes,  sir. 

Q.  And  differentiating  between  units  could  you  point 
out  any  avoidable  delay  prior  to  the  testing  out  of  units  1 
and  2?  A.  I  could  not. 

Q.  And  that  gives  us  a  starting  point,  about  [R.  p.  439] 
October,  1931,  doesn’t  it?  A.  The  end  of  October. 

Q.  So  that  up  to  that  point  there  is  no  disagreement — 
A.  (Interposing)  Not  a  bit. 

Q.  (Continuing)  — between  you  and  the  licensee’s  wit¬ 
nesses  that  this  thing  had  gone  along  just  as  rapidly  as  could 
reasonably  be  expected?  A.  I  agree. 

Q.  In  fact,  maybe  considering  all  the  conditions,  Mr. 
Logan,  you  would  say  it  was  a  little  more  rapidly  than 
could  reasonably  have  been  expected.  Right?  A.  Certainly. 

Q.  Now,  Mr.  Newberry  testified  yesterday,  you  will  re¬ 
call,  that  he  arrived  at  Rock  Island  on  the  1st  of  May,  1931? 
A.  Yes,  sir. 
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Q.  And  that  is  the  May  preceding  the  date  that  we  have 
just  discussed  of  October,  isn’t  it?  A.  That  is  correct. 

Q.  Xow,  lie  testified,  as  I  recall  (and  you  can  check 
me  if  it  isn’t  so,  if  it  doesn't  check  with  your  recollection), 
“I  can  say  from  my  own  knowledge  that  from  May  1,  1931, 
to  December  S,  1931,  there  was  no  delay  in  the  work  of  erec¬ 
tion  of  units  Xos.  1  and  2”?  A.  That  is  correct. 

[R.  p.  440]  Q.  You  mean  it  is  correct  that  he  said  it,  or  that 
it  is  correct  as  a  fact?  A.  It  is  both. 

Q.  So  that  gets  us  in  agreement  down  to  December  8, 
1931,  does  it  not?  A.  It  does. 

Q.  Up  to  that  date  so  far  as  Units  1  and  2  are  con¬ 
cerned  the  program  had  gone  along  as  rapidly  as  you  could 
expect  it  to  go  forward,  at  least?  A.  Yes,  sir. 

Q.  Do  you  also  agree  that  with  respect  to  the  other 
part  of  the  project  (I  might  call  it — I  don’t  know  whether 
it  is  right  or  not — the  hydraulic  part,  the  dam,  and  so  forth) 
that  there  had  been  no  delay  up  to  that  date?  A.  Xo 
material  delay. 

Q.  I  am  not  going  to  take  that  kind  of  an  answer.  I 
have  to  get  the  details. 

Mr.  Bell:  Just  a  minute.  I  suggest  that  is  entirely 
responsive  to  the  inquiry,  because  we  have  transmission 
lines  and  everything  else.  You  can’t  tell  what  he  is  shoot¬ 
ing  at. 

Mr.  Tucker:  All  right. 

By  Mr.  Tucker: 

Q.  You  say  there  has  been  no  material  delay.  What 
do  you  mean  by  “material,”  and  will  you  point  out  the 
places  where  there  had  been  any  delays  that  were  unavoid¬ 
able? 

[R.  p.  441]  (Discussion  off  the  record.) 

Examiner  Marsh:  I  believe  counsel  specified  the  hy¬ 
draulic  structure. 

Mr.  Tucker:  I  mean  the  river  structure. 
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Examiner  Marsh:  Does  the  witness  understand  what 
counsel  means  ? 

The  Witness:  I  know  exactly  what  lie  means.  At  the 
end  of  his  question  he  put  on  the  word  “unavoidable.” 

It  wasn't  unavoidable  delays  that  we  had  reference  to 
that  happened  in  between.  I  think  the  record  will  show,  our 
records  at  least  those  submitted  by  the  licensee  will  show, 
that  part  of  the  work  was  held  up  for  about  a  week  in  con¬ 
nection  with  this  Landreth  Brothers  case. 

Bv  Mr.  Tucker: 

V 

Q.  Well,  they  got  an  injunction  against  us,  didn’t  they? 
A.  Yes. 

Q.  Well,  that  certainly  was  not  an  avoidable  delay, 
was  it?  A.  Xo,  sir. 

Q.  Unless  we  wanted  to  go  to  jail.  I  just  want  to  get 
together  here  on  some  terms.  A.  I  don't  know  of  any  de¬ 
lays  prior  to  that  time. 

Q.  That  were  avoidable  delays?  A.  Xo. 

[R.  p.  442]  Q.  All  right.  So  that  the  real  key  to  this  situa¬ 
tion  (if  we  may  use  general  language  for  a  minute,  and  I  am 
not  trying  to  commit  you  at  all)  the  real  key  to  the  situation 
was  the  unit?  A.  I  don’t  quite  understand  that. 

Q.  I  mean  the  generator  and  the  water  wheel  parts.  The 
rest  of  the  stuff  was  coming  along.  A.  I  might  say  after 
December  Sth. 

Q.  After  December  Sth?  A.  That  is  right. 

Examiner  Marsh:  The  hearing  will  be  adjourned  and 
reconvene  at  2  o'clock. 


(Thereupon,  at  12:30  o’clock  p.  m.,  an  adjournment  was 
taken  until  2  o'clock  p.  m.  of  the  same  day.) 
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[R.  p.  443]  Afternoon  Session. 

(The  hearing  was  resumed  at  2  o’clock  p.  m.,  pursuant 
to  the  taking  of  the  recess.) 

Examiner  Marsh:  Please  come  to  order.  Counsel  for 
the  licensee  may  resume  cross  examination  of  the  witness. 

EUGENE  LOGAN, 

the  witness  on  the  stand  at  the  time  of  the  taking  of  the  re¬ 
cess,  resumed  the  stand  and  testified  further  as  follows : 

Bv  Mr.  Tucker: 

•> 

Q.  Mr.  Logan,  as  I  recall,  when  we  adjourned  for  recess 
vou  had  stated — and  I  haven’t  got  the  record  here  so  I  have 
got  to  put  it  this  way — that  there  had  not  been  any  avoidable 
delay  in  the  work  of  erections  of  units  1  and  2  up  to  Decem¬ 
ber  8,  1931.  A.  That  is  correct. 

Q.  Now,  at  this  time  the  head  was  being  provided  by  the 
west  channel  cofferdam,  was  it  not?  A.  I  believe  that  was 
the  case. 

Q.  Now,  you  heard  Mr.  Anthony  testify,  didn’t  you,  in 
substance  that  they  could  not  proceed  with  the  tests  until 
they  had  a  natural  head  and  a  natural  tailrace,  and  that  they 
utilized  the  period  until  the  west  channel  cofferdam  should 
be  taken  out  for  the  purpose  of  operation  to  develop  such 
*  *  bugs”  as  they  could  find?  [R.  p.  444]  A.  Yes,  sir. 

Q.  And  that  would  have  been  a  natural  procedure?  A. 
That  would  have  been. 

Q.  Yes,  and  you  agree  that  until  you  got  a  natural  head 
you  could  not  properly  carry  on  the  tests.  You  could  carry 
on  some  tests  but  I  mean —  A.  You  could  not  make  the 
complete  tests. 

Q.  That  is  what  I  mean.  A.  No,  you  could  not  make  the 
complete  tests. 

Mr.  Goetz:  Of  water  wheels,  you  mean,  Mr.  Logan? 

The  Witness:  Well,  that  is  of  the  generating  units. 
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Mr.  Tucker:  Pardon  me:  I  think  I  referred  to  Mr.  An¬ 
thony's  testimony — my  error,  we  all  seem  to  be  making 
them — this  is  Mr.  Newberry’s  testimony. 

Bv  Mr.  Tucker: 

•> 

Q.  Now,  you  heard  Mr.  Newberry  testify,  didn’t  you, 
that  you  got  a  full  head  of  32  feet  about  December  21, 1931? 
A.  Yes,  sir. 

Q.  And  you  haven’t  any  reason  to  doubt  that  fact,  have 
you?  A.  None  at  all. 

Q.  Now,  with  this  head  it  would  be  proper  procedure, 
wouldn’t  it,  to  make  tests  over  the  full  range  of  the  wicket 
gate  and  blade  settings?  A.  That  is  correct. 

[R.  p.  445]  Q.  Now,  referring  to  our  old  friend,  the  water- 
hammer,  during  the  low  head  operations  there  had  been 
some  water-hammer,  had  there  not?  A.  I  believe  Mr.  New¬ 
berry  testified  as  to  that. 

Q.  And  you  haven’t  any  reason  to  doubt  it?  A.  I  haven’t 
any  reason  to  doubt  it. 

Q.  And  at  that  time  did  you  also  hear  him  testify  that  it 
was  thought  to  be  resulting  from  distorted  head  conditions? 
A.  Yes,  sir. 

Examiner  Marsh:  Off  the  record. 

(Discussion  off  the  record.) 

Bv  Mr.  Tucker : 

Q.  And  when  you  got  this  distortion  or  this  water- 
hammer,  at  the  full  32  head,  it  was  then  for  the  first  time, 
wasn’t  it,  definitely  established  that  it  was  caused  by  some 
condition  inherent  in  the  turbine  itself  ?  A.  That  is  correct. 

Q.  And  if  you  had  been  on  the  job  at  that  stage  of  the 
game  Vou  would  have  notified  the  manufacturers?  A.  Im¬ 
mediately. 

Q.  And  you  heard  Mr.  Newberry  testify  that  is  what  he 
did,  didn’t  you?  A.  I  did. 
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Q.  Suppose  you  had  been  in  Mr.  Newberry’s  position 
[R.  p.  446]  with  the  water-hammer  of  the  violence  he  testi¬ 
fied  to,  would  you  have  considered  it  unwise  to  operate  until 
you  knew  something  more  about  it  ?  A.  Absolutely. 

Q.  Xow,  it  appears  that  Mr.  Schmidt,  of  the  Allis- 
Chalmers  Company,  arrived  at  Rock  Island  on  January 
27th  to  further  carry  on  the  study  of  the  water-hammer 
problem  through  personal  observation  of  conditions.  And 
you  know*  of  no  reason  why  that  isn’t  a  true  statement? 
A.  I  do  not. 

Q.  Then,  at  about  this  stage,  as  I  understand  it,  the 
cofferdam  was  removed  in  the  v’est  channel,  then  the  next 
thing  would  be  the  tests  of  the  w’ater  wheels  and  generators, 
but  Mr.  Newberry  testified  that  such  tests  could  not  possibly 
be  made  during  the  cold  w’eather  w’kicli  is  normal  during 
December,  January  and  the  forepart  of  February.  Now,  do 
you  agree  with  that  statement  ?  A.  If  he  had  stated  during 
most  winters,  that  would  have  been  true. 

Q.  Well,  was  there  anything  peculiar  about  this  partic¬ 
ular  winter?  A.  Not  that  I  know  of. 

Q.  And  in  the  climate  that  you  have  out  there,  you  are, 
during  the  periods  of  December,  January,  and  the  fore- 
[R.  p.  447]  part  of  February,  subject  to  some  very  severe 
cold  weather,  are  you  not?  A.  Yes,  sir. 

Q.  And  around  the  country  adjacent  to  this  project? 
A.  Yes,  sir. 

Q.  And  if  you  could  not  carry  on  tests  during  that  kind 
of  w’eather,  you  were  likely  to  get  that  kind  of  weather  at 
that  time  of  the  year,  weren’t  you?  A.  Yes,  sir. 

Examiner  Marsh:  You  don’t  know*  whether  that  condi¬ 
tion  existed  during  that  particular  year,  do  you? 

The  Witness:  No,  I  don’t  know  that,  Mr.  Marsh.  I 
w’ould  say  that  it  generally  does  occur  during  those  months. 

Examiner  Marsh:  But  there  are  some  winters  in  which 
it  does  not  occur  ? 

The  Witness:  Yes,  I  think  there  are  scattering  winters 
when  they  don’t  have  very  severe  conditions.  They  have 
very  severe  ice  conditions  there  that  prohibit  those  tests. 
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By  Mr.  Tucker: 

Q.  "Well,  I  don’t  know  anything  about  it;  I  am  asking 
you.  During  the  period  when  you  might  expect  that  kind  of 
weather,  would  it  be  wise  to  start  this  kind  of  a  test  ?  A.  It 
would  not  be  advisable. 

Q.1  And  this  would  bring  us,  I  take  it,  to  around 
[R.  p.  448]  mid-way — he  says  the  fore-part  of  February — 
the  middle  of  Februarv,  would  vou  sav?  A.  That  was  the 
case  in  that  year,  which  as  I  understand  it  was  a  particu¬ 
larly  favorable  winter. 

Q.  And  Mr.  Newberry  testified:  “With  the  moderation 
of  the  weather  and  with  the  head  brought  up  to  approxi¬ 
mately  32  feet," — this  is  on  page  241  of  the  transcript — 
“special  preliminary  tests  under  various  blade  settings 
and  load  conditions  were  started  under  the  direction  of  the 
water  wheel  manufacturers."  Bearing  in  mind  that  the 
water-hammer  had  developed,  that  was  a  perfectly  natural 
and  normal  procedure,  wasn’t  it  ?  A.  Yes,  sir. 

Q:  And  then  you  go  into  the  official  tests  for  capacity 
and  efficiency  of  the  water  wheels,  and  efficiency  and  tem¬ 
perature  rise  of  the  generators. 

Mr.  Goetz:  What  do  you  mean  by  “you,”  Mr.  Tucker? 

Mr.  Tucker:  If  he  had  been  there  during  this  job.  That 
is  the  picture  I  want. 

The  Witness:  That  is  what  I  would  have  done. 

Bv  Mr.  Tucker: 

Q.  And  if  this  started,  as  Mr.  Newberry  testified,  on 
February  17th,  that  is  about  what  you  would  have  done, 
isn't  it?  A.  Yes. 

[R.  p.  449]  Q.  You  haven’t  any  reason  to  doubt  his  word 
that  is  when  it  started?  A.  I  have  none. 

Q.  Now,  you  have  heard  Mr.  Newberry  testify  it  was 
during  these  tests  that  the  lack  of  power  to  operate  the 
wicket  gates  was  discovered?  A.  I  don’t  recall  exactly — 
but  I  have  no  reason  to  doubt  that  statement. 
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Q.  Well,  I  am  just  reading  from  the  record.  He  fur¬ 
ther  says :  ‘  *  This  deficiency  had  not  been  apparent  during 
the  efficiency  tests.”  A.  Yes. 

Q.  You  haven’t  any  reason  to  doubt  that?  A.  No. 

[E.  p.  450]  Q.  He  further  says  that  ‘‘the  turbine  and  gen¬ 
erator  tests  were  carried  to  completion  as  rapidly  as  pos¬ 
sible,  being  finished  on  March  15,  1932.”  Have  you  any 
reason  to  doubt  that  statement?  A.  I  have  not. 

Q.  Then,  he  says  “Immediately  an  active  program  of 
tests,  study  and  experimentation  was  instituted  by  the  Allis 
Chalmers  engineers,  Mr.  Schmidt  and  Mr.  W.  M.  White, 
who  had  been  present  through  the  water  wheel  test  period, 
on  both  the  water-hammer  and  wicket  gate  mechanism.” 
And  if  you  had  been  out  there  in  charge  as  an  engineer,  you 
would  have  followed  that  procedure  too,  wouldn't  you?  A. 
1  would. 

Q.  Now,  the  Allis-Chalmers  people,  Mr.  Schmidt  and 
Mr.  White,  were  taking  the  responsibility  on  this  water- 
hammer  and,  under  the  circumstances  if  you  had  been  out 
there  you  would  have  let  them  take  the  responsibility, 
wouldn’t  you?  A.  Absolutely,  because  they  are  both  emi¬ 
nently  qualified  water  wheel  designers  and  erectors. 

Q.  Xow,  Mr.  Newberry  testified  next  “Experimentation 

with  the  vortex  vanes  was  completed  about  April  15,  1932, 

with  temporary  vanes  correcting  the  difficulty  under  the 

then  conditions  of  head  and  tail  water.”  Have  vou  anv 

•> 

reason  to  doubt  that  statement  ?  [R.  p.  451]  A.  I  have  not. 

Q.  And  he  also  says  that  the  mechanical  work  of  mak¬ 
ing  these  vortex  vanes  which  were  installed  in  the  attempt 
to  overcome  the  water-hammer,  was  carried  on  bv  their 
contractor's  mechanics,  twenty-four  hours  a  day,  when 
necessary,  during  the  period  of  experimentation.  And 
that  is  about  as  rapid  a  schedule  as  you  could  operate  on, 
isn’t  it?  A.  It  is. 

Q.  And  you  haven’t  any  reason  to  doubt  that  they  did 
operate  on  that  kind  of  schedule?  A.  I  have  not. 
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Q.  Now,  next  he  says:  “Simultaneously  with  the  water- 
hammer  study,  tests  were  being  made  of  power  to  operate 
the  wicket  gates.”  And  you  would  think  it  was  perfectly 
proper  procedure  to  carry  on,  if  it  could  be  carried  on,  and 
apparently  it  could,  the  tests  on  these  other  troubles  at  the 
same  time  you  were  carrying  on  the  tests  on  the  water- 
hammer?  A.  Yes,  sir. 

Q.  And  it  would  have  been  normal  procedure,  wouldn't 
it,  to  make  measurements  under  all  conditions  of  wicket 
gate  opening  and  blade  settings?  A.  It  would. 

Q.  Next,  Mr.  Newberry  testifies  that:  “This  [R.  p.  452] 
required  some  little  time  because  analysis  of  one  test’s 
results  was  desirable  before  additional  tests  should  be 
made.”  Would  you  agree  that  was  a  desirable  procedure? 
A.  That  was  proper. 

Q.  He  next  says:  “Study  of  gate  friction  and  power 
requirements  was  carried  on  as  rapidly  as  possible  with 
various  tests  under  Mr.  White’s  supervision  being  made 
almpst  daily  from  April  2  to  April  13,  1932.”  If  you  had 
been  out  there  you  don ’t  see  how  you  could  have  taken  any 
of  that  time  off,  do  you?  A.  I  do  not. 

Q.  I  don’t  think  I  need  to  go  into  it  in  detail  but  there 
were  put  forth  yesterday,  as  I  recall,  two  remedies,  one 
the  enlarging  of  the  cylinders  and  the  other  the  increase 
of  the  pressure,  and  it  was  decided  the  increase  of  pres¬ 
sure  would  be  cheapest  and  probably  would  work,  and 
undep  those  conditions  you  probably  would  have  decided 
to  take  that?  A.  Yes. 

Q,  Because  changing  the  cylinders  would  have  been 
much  more  costly.  Is  that  right?  A.  More  costly. 

Q.  He  says  “A  short  time  was  required  by  the  engineers 
to  study  Mr.  White’s  proposals.”  [R.  p.  453]  You  wouldn’t 
disagree  with  that  statement,  would  you?  A.  I  would  not. 

Examiner  Marsh:  Do  you  refer  to  the  construction 
company  engineers,  now? 

Mr.  Tucker:  And  the - 

The  Witness :  The  manufacturer. 
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Mr.  Tucker:  It  is  the  manufacturer’s  proposal,  so  it 
must  mean  the  Stone  &  Webster  engineering  crew. 

By  Mr.  Tucker: 

Q.  Now,  Mr.  Newberry  says  that  up  to  April  13,  1932 

the  work  had  been  prosecuted  just  as  rapidly  as  possible. 

Have  you  anv  reason  to  doubt  that  statement?  A.  I  have 
»  • 

not. 

Q.  Now,  he  says:  “From  then  on,  however,  there  ap¬ 
pears  to  have  been  some  avoidable  delay  in  the  actual  pro¬ 
gram.”  And  you  would  also  agree  with  that  statement? 
A.  Yes,  sir. 

Mr.  Shannon:  Off  the  record. 

(Discussion  off  the  record.) 

Bv  Mr.  Tucker : 

Q.  Now,  Mr.  Logan,  I  ask  you  to  state  whether  if  you 
had  been  employed  by  the  Licensee  on  April  13,  1932,  up 
to  which  date  I  understand  you  agree  that  there  had  been 
no  avoidable  delay  in  the  erection  of  these  units,  to  install 
Units  Nos.  1,  2,  3  and  4  and  bring  them  into  [R.  p.  454] 
condition  for  commencement  of  dependable  commercial 
operation  as  soon  as  possible  within  the  limitations  of 
reasonable  expenditures  and  good  engineering  practice, 
you  believe  you  could  have  brought  them  to  the  point  of 
dependable  commercial  operation  so  that  they  could  render 
the  service  for  which  they  were  designed,  prior  to  Novem¬ 
ber  15, 1932?  A.  No,  but  I  still  feel  that  June  1, 1932  should 
be  taken  as  the  end  of  the  construction  period  for  the  de¬ 
termination  of  interest  during  construction. 

Examiner  Marsh:  Is  that  your  statement? 

The  Witness :  Yes,  sir. 

Mr.  Tucker:  And  other  charges  dependent  upon  the 
construction  period? 

The  Witness :  Yes,  that  is  right. 

Mr.  Tucker:  Off  the  record. 

(Discussion  off  the  record.) 
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Bv  Mr.  Tucker: 

Q.  I  quote  from  your  testimony  of  yesterday  afternoon, 
transcript,  page  364:  “There  is  no  doubt  in  my  mind  that 
construction  of  the  Rock  Island  project  could  have  been 
completed  by  April  1, 1932,  had  the  occasion  demanded  it.” 
You  did  not  intend,  did  you,  by  the  word  “completed,”  to 
mean  that  Units  1  and  2  could  on  April  1,  1932  have 
been  [R.  p.  455]  brought  into  condition  for  the  commence¬ 
ment,  of  dependable  commercial  operation  so  that  they 
could  render  the  service  for  which  they  were  designed?  A. 
That  was  the  intent  of  mv  statement. 

w 

Mr.  Tucker:  Will  you  read  the  question  and  answer? 

(The  question  and  answer  were  thereupon  read  by  the 
reporter.) 

The  "Witness :  Will  you  read  the  last  part  of  the  question, 
the  last  sentence? 

(The  last  sentence  of  the  question  was  thereupon  read 
by  the  reporter.) 

The  Witness:  I  did  not. 

By  Mr.  Tucker : 

Q.  I  quote  now,  Mr.  Logan,  from  your  testimony  of 
yesterday,  transcript  page  364,  the  third  full  paragraph 
on  that  page:  “It  is  concluded  also  that,  had  the  occasion 
demanded  it,  Units  3  and  4  could  have  been  placed  in  an 
operating  status  by  April  1, 1932.  ”  Now,  I  ask  you  whether 
by  operating  status  you  meant  that  Units  3  and  4  could  have 
by  April  1,  1932  been  brought  into  condition  for  commence¬ 
ment  of  dependable  commercial  operation  by  that  date? 
A.  I  did  not. 

Q.  And  your  answer  would  be  no  different,  would  [R. 
p.  456]  it,  if  I  had  added  the  phrase  “so  that  they  could 
render  service  for  which  they  were  designed?”  A.  My 
answer  would  be  the  same. 
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Mr.  Tucker:  Have  you  any  redirect? 

Mr.  Goetz:  Yes,  sir. 

Examiner  Marsh:  I  would  like  to  ask  the  witness  one 
question.  Page  34,  Volume  3  of  Commission’s  Exhibit  1 
shows  the  statement  “Nevertheless  the  date  of  June  1, 
1932  proposed  by  District  Engineer  represents  reasonably 
well  the  reasonable  date  of  completion  of  the  hydro  plant.” 
How  do  you  reconcile  those  statements? 

The  Witness:  For  the  purpose  of  determining  interest 
and  similar  charges. 

Mr.  Tucker:  You  may  proceed. 

[R.  p.  457]  Redirect  examination  by  Mr.  Goetz: 

Q.  In  view  of  the  statements  that  you  have  made  on 
cross-examination  do  you  wish  to  make  any  further  state¬ 
ment  in  explanation  of  the  date  of  June  1,  1932,  recom¬ 
mended  in  your  report  of  May  2,  1938?  A.  I  do  not. 

Q.  Mr.  Logan,  on  cross-examination  you  were  asked  if 
you  knew  the  facts  to  which  Mr.  Newberry,  the  witness  for 
the  licensee,  had  testified.  Are  you  in  a  position  to  know 
the  facts?  A.  I  am  not.  I  assumed  and  took  them  to  be 
the  facts  and  believe  them  to  be  the  facts. 

Q.  Please  explain  your  position  as  an  employee  of  the 
Commission  in  preparing  your  report.  A.  I  don’t  quite 
get  the  significance  of  the  question. 

•  Mr.  Goetz :  Strike  the  question.  Mr.  Tucker,  do  you 
wish  to  recross  examine  this  witness  ? 

Mr.  Tucker:  I  would  be  very,  very  happy  if  you  would 
develop  that,  because  it  is  something  I  wanted  to  know. 
You  don’t  care  to  do  it? 

Mr.  Shannon:  Not  at  this  time. 

[R.  p.  458]  Recross  examination  by  Mr.  Tucker: 

Q.  Mr.  Logan,  you  prepared  this  report,  being  Volume 
III  which  is  part  of  Commission’s  Exhibit  1.  As  I  under- 
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stand  the  practice  and  procedure  of  the  Commission  a  copy 
of  it  is  served  upon  the  licensee,  and  the  licensee  is  entitled 
to  protest  and  then  we  have  this  hearing.  Right  ?  A.  That 
is  right. 

Q.  Now,  from  this  point  on,  with  this  hearing  being  over, 
will  you  still  have  a  function  to  perform  in  connection  with 
this  case,  and  if  so  what  ? 

Mr.  Bell :  Objected  to. 

Mr.  Tucker:  I  press  the  question. 

Mr.  Bell:  Will  you  kindly  read  the  question  back? 

(The  pending  question  was  thereupon  read  by  the  re¬ 
porter.) 

Mr.  Bell :  I  submit,  Mr.  Examiner,  the  implication  in  that 
question  is  entirely  improper. 

Mr.  Tucker:  I  don't  even  know  what  the  implication  is. 

Mr.  Bell:  The  implication  is - 

The  Examiner:  I  do  not  either,  and  for  that  reason  the 
objection  will  be  sustained.  I  think  counsel  might  make  his 
question  a  little  bit  more  definite. 

Mr.  Tucker:  Will  Your  Honor  save  my  exception? 

Examiner  Marsh:  Yes. 

Mr.  Tucker :  I  think  I  am  willing  to  rest  on  that  record. 
[R.  p.  459]  Mr.  Goetz:  Witness  excused. 

Examiner  Marsh:  The  work  of  drawing  up  this  report 
was  assigned  to  you  by  some  official  in  the  Federal  Power 
Commission,  was  it? 

The  Witness :  It  was,  sir. 

Examiner  Marsh:  By  whom  was  that  assignment  made? 

The  Witness:  The  Chief  of  the  Division  of  Licensed 
Projects,  H.  C.  Smith. 

Examiner  Marsh:  Was  he  and  is  he  familiar  with  the 
relationship  which  existed  between  you  and  the  parties 
interested  in  that  project  site  out  there  before  you  came 
with  the  Commission  ? 

The  Witness :  I  think  he  is. 

Examiner  Marsh:  That  is  all. 

Mr.  Tucker:  Just  a  minute. 
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By  Mr.  Tucker : 

Q.  You  say  you  think  he  is.  Did  you  tell  him  the  cir¬ 
cumstances  ?  A.  I  told  him  that  I  was  connected — had  made 
these  appraisals  and  had  testified  in  the  cases.  I  don’t 
recall  having  gone  into  detail  as  to  just  exactly  what  I  did, 
but  he  is  aware  of  the  fact,  I  am  sure,  that  I  was  connected. 

Q.  You  say  “he  is  aware.”  Was  he  aware  at  the  time 
or  prior  to  the  time  you  were  given  the  assignment  to  make 
this  report?  [R.  p.  460]  A.  I  do  not  know. 

Q.  I  understood  vour  testimonv  to  be  that  vou  told  him 
prior  to  that  time.  Am  I  wrong  about  that ?  A.  1  wouldn’t 
say  just  when  I  did  tell  him,  and  the  fact  of  the  matter  is 
that  I  don’t  recall  just  when  I  told  him,  but  I  am  quite  cer¬ 
tain  though  that  he  knew  it  even  before  I  had  to  prepare 
the  report. 

Q.  But  you  are  not  sure  that  he  knew  it  before  you  were 
assigned  to  the  work?  A.  No,  I  am  not  sure. 

Q.  Do  you  know  whether  he  took  the  matter  up  officially 
with  the  Commission?  A.  I  do  not  know. 

Q.  Do  you  know  whether  he  took  the  matter  up  infor- 
mallv  with  the  Commission,  or  with  anv  member  of  the 
Commission?  A.  I  do  not  know. 

Mr.  Tucker:  That  is  all. 

Examiner  Marsh:  That  is  all. 

(Witness  excused.) 

H.  F.  AXTHOXY 

[R.  p.  461]  was  recalled  as  a  witness  on  behalf  of  the 
licensee,  and  having  been  previously  duly  sworn,  was  exam¬ 
ined  and  testified  further  as  follows: 

Direct  Examination  by  Mr.  Tucker: 

Q.  Mr.  Anthony,  in  connection  with  your  testimony  on 
the  construction  period,  which  1  think  you  gave  yesterday 
morning,  is  that  right —  A.  I  believe  that  is  correct,  yes¬ 
terday  morning. 
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Q.  We  didn't  mention  the  construction  period  for  the 
transmission  lines,  did  we?  A.  Xo.  I  think  I  covered  that 
onlv  in  mv  general  storv. 

Q.  Will  you  tell  us  the  purpose,  if  you  know,  for  which 
the  transmission  line,  or  the  transmission  lines,  because  I 
understand  there  were  two  very  short  lines  across  the 
river  and  running  S2  miles  to  Skykomish.  Is  that  right? 
A.  That  is  right. 

Q.  — The  purpose  for  which  these  transmission  lines 
was  constructed  ?  A.  Well,  they  were  constructed  to  trans¬ 
mit  the  power  from  Rock  Island  into  the  Puget  Sound  Power 
&  Light  Company  system  west  of  the  Cascades. 

Q.  And  were  they  constructed  for  any  other  purpose 
[R.  p.  462]  that  you  know  of?  A.  Xo. 

Q.  Or  ever  heard  of?  A.  Xo. 

Q.  There  was  a  small  portion,  as  I  understand  it,  of 
this  transmission  line,  sav  about  ten  miles — at  anv  event 
it  was  from  the  Rock  Island  project  to  Squilchuck  Can¬ 
yon —  A.  That  is  right. 

Q.  That  is  for  the  purpose  of  identification — that  was 
constructed  early,  much  earlier,  than  the  rest  of  the  trans¬ 
mission  line,  was  there  not?  A.  That  is  true. 

Q.  And  that  portion  of  the  line  was,  if  you  know,  con¬ 
structed  for  what  purpose?  A.  It  was  decided  to  construct 
that  portion  of  the  line  early  during  the  construction  oper¬ 
ations  in  order  to  serve  as  a  second  source  of  construction 
power  for  carrying  on  the  work,  so  this  line  was  built  and  a 
connection  run  to  the  Wenatchee  substation  and  power  was 
brought  in  at  33  Kv. 

Q.  Xow,  you  say,  “a  second  source  of  power  supply.” 
There  whs  already  a  connection  with  one  source  of  supply? 
A.  There  was  already  a  line  on  the  .  opposite  side  of  the 
river. 

Q.  The  unwatering  of  the  east  and  west  channels  was 
a  hazardous  operation,  was  it  not?  [R.  p.  463]  A.  Yes, 
it  was. 

Q.  Why  was  it  hazardous?  A.  Well,  from  the  confor¬ 
mation  of  the  river  bottom  there  it  was  considered  to  be 
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very  difficult  to  get  a  tight  job  in  the  cofferdams.  We  had 
not  only  large  areas  to  keep  unwatered,  but  if  there  had 
been  any  failure  of  any  part  of  the  job,  or  any  part  of  the 
cofferdams,  any  leakage,  we  had  put  in  a  very  large  capacity 
in  pumps  which  were  all  electrically  driven  equipment, 
and  any  failure  to  keep  the  unwatered  area  dry  during  the 
period  we  were  in  these  cofferdams,  the  construction  would 
have  been  very  liable  to  considerable  damage. 

Q.  So  that  it  was  felt  it  was  a  fact  that  a  duplicate 
supply  of  power  was,  if  not  essential,  certainly  advisable 
and  reasonable  to  have  available  at  the  dam  site  for  the 
purpose  of  unwatering  if  the  occasion  should  demand.  Is 
that  right  ?  A.  I  would  say  it  was  necessary. 

Q.  This  transmission  line  was  a  part  of  this  project! 
A.  It  was. 

Q.  Can  you  allege  any  reason  why  the  construction 
period  allowed  for  the  power  plant  shouldn’t  also  be 
allowed  for  the  transmission  line?  A.  I  can  see  no  reason, 
no. 

[R.  p.  464]  Q.  Do  you  see  any  logic  in  any  other  procedure? 
A.  No. 

Q.  The  one  was  dependent  on  the  other?  A.  That  is 
right. 

Q.  The  transmission  line  was  no  good  until  the  plant 
was  readv?  A.  Correct. 

Q.  Mr.  Logan  in  his  report  (and  I  am  referring  to 
Volume  III  of  Mr.  Logan’s  report,  which  is  Commission’s 
Exhibit  1)  says,  “With  respect  to  the  operating  date 
recommended  by  the  District  Engineer  (recommended 
November  30,  1931)  the  writer  does  not  agree  for  the  fol¬ 
lowing  reasons:  (1)  That  the  transmission  line  was  built 
for  and  used  for  the  transmission  of  electric  power  from 
Rock  Island  to  the  Puget  Sound  Power  &  Light  Company 
system  and  for  no  other  purpose;  (2)  that  the  date  of 
beginning  of  commercial  operation  of  the  transmission  line 
therefore  must  coincide  with  that  of  the  hydro  plant;  (3) 
that  its  early  construction  at  least  in  part  was  desirable  to 
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(H.  F.  Anthony,  Licensee,  Cross,  ConVd.) 

transmit  power  for  construction  purposes;  and  (4)  that  the 
expense  of  constructing  and  operating  a  temporary  line 
during  the  construction  period  would  have  been  greater 
than  the  interest  on  the  investment  in  permanent  line  dur¬ 
ing  the  period  between  the  time  of  actual  completion  of 
construction  and  the  recommended  date  of  June  1,  1932.” 
[R.  p.  465]  Except  with  reference  to  the  recommended  date 
of  June  1,  1932,  would  you  have  any  quarrel  with  those 
statements  of  Mr.  Logan?  A.  I  would  not. 

Mr.  Tucker:  That  is  all.  He  is  available  for  cross  exam¬ 
ination  on  any  of  the  testimony,  as  I  understand  it,  that  he 
has  given  up  to  this  time. 

#  #  #  #  • 

[R.  p.  474]  By  Mr.  Goetz: 

Q.  You  heard  Mr.  Xewberry  testify  yesterday  on  the 

bearing  sleeve  troubles  that  developed  in  connection  with 

LTiits  1  and  2,  and  vou  verified  his  statement  when  vou 

*  *> 

came  on  for  examination?  A.  Yes. 

Q.  "Were  the  bearings  on  Units  1  and  2  removed  prior 
to  August,  1933,  when  the  annual  inspection  was  made? 
A.  YV ell,  that  is  beyond  my  province.  I  couldn’t  tell  you. 
I  had  nothing  to  do  with  the  project  after  the  completion — 
I  mean  with  the  Rock  Island  plant  after  construction  work 
was  completed. 

Q.  Did  they  examine  those  bearings  to  your  knowledge 
between  the  date  the  water-hammer  developed  and  the  date 
you  [R.  p.  475]  left  the  project  as  project  manager?  A. 
Yes,  I  am  quite  sure  we  did. 

Q.  Can  you  supply  a  record  showing  that  you  did?  A. 
Xo,  I  could  not. 

Q.  It  could  not  be  shown  in  any  log?  A.  Of  course, 
after  1931  when  Mr.  Xewberry  came  there,  or  after  the 
unit  started,  he  kept  a  record  of  operations  and  it  might 
be  that  he  would  have  it  in  his  log. 

Q.  But  you  were  fully  familiar  with  the  fact  that  there 
was  the  water-hammer  in  Units  1  and  2?  A.  Yes,  indeed. 
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Q.  Did  the  people  just  listen  to  the  noise,  or  did  they 
try  to  find  out  if  it  were  doing  any  harm?  A.  Well,  when 
the  noise  first  developed  we  considered  it  to  be  a  serious 
matter  and  notified  the  water  wheel  manufacturer  of  what 
developed.  I  can  say  this,  that  it  was  my  impression  that 
it  certainly  would  do  harm  if  continued. 

Q.  And  did  they  try  to  locate  what  harm  it  was  doing? 
A.  I  don’t  see  how  we  could  have. 

Q.  Didn't  you  anticipate  it  would  do  some  harm?  A.  I 
don’t  see — in  what  respect  do  you  mean? 

Q.  Well,  after  this  water-hammer  developed  didn’t  you 
anticipate  it  was  going  to  do  some  structural  damage  to  the 
plant,  to  the  unit?  [R.  p.  476]  A.  That  was  my  thought 
that  it  would,  yes. 

Q.  Did  they  make  any  examinations  of  the  parts  of 
the  unit  then?  A.  We  operated  those  units  just  as  little  as 
possible  until  after  this  difficulty  was  settled. 

Q.  But  did  they  examine  them  to  see  what  was  happen¬ 
ing?  A.  There  wasn’t  anything  to  examine.  I  don’t  know 
what  you  mean  by  examination. 

Q.  Wouldn’t  you  expect  there-  was  going  to  be  some 
damage  to  a  bearing  or  some  part  of  the  equipment  after 
this  water-hammer  had  developed?  A.  My  fear  was  more 
to  the  structure  than  anything  else,  the  fear  of  the  struc¬ 
ture  itself  from  the  tremendous  vibration  developed  by  that 
water-hammer. 

Q.  By  the  term  “structure,”  you  mean  the  building? 
A.  I  mean  the  building. 

Q.  You  were  not  concerned,  then,  with  the  damage  it 
might  have  done  to  the  unit?  A.  We  were  concerned,  of 
course. 

Q.  Why  didn’t  you  make  an  examination  of  all  parts 
then?  A.  You  mean  prior  to  the  water  wheel  tests? 

Q.  Prior  to  August,  1933,  to  see  what  harm  this  had 
done.  [R.  p.  477]  A.  Those  units  were  opened  up  many 
times  after  this  developed. 

Q.  And  the  bearings?  A.  The  bearing  wasn’t  taken  out, 
if  that  is  what  you  mean. 
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Q.  Was  it  examined,  though?  A.  No,  not  to  my  knowl¬ 
edge. 

Q.  Perhaps  Mr.  Xewberrv  would  have  more  facts  on 
that.  A.  As  I  said  before,  he  may  have  a  record  in  his  log. 

#  *  #  *  # 

[R.  p.  479]  Q.  Did  Mr.  Schmidt,  of  the  Allis-Chalmers 
Company,  make  a  written  report  on  the  water-hammer  diffi¬ 
culty  at  Rock  Island?  A.  Not  to  my  knowledge.  I  dis¬ 
cussed  the  matter  with  him  a  great  many  times. 

Q.  If  he  had  made  a  report  you  would  have  known  about 
it?  A.  Yes,  certainly. 

Q.  When  the  plant  was  being  tested  at  low  head  during 
the  period  of  November  and  December,  1931,  were  any 
efforts  made  to  eliminate  this  water-hammer  trouble?  A. 
Were  any  efforts  made  to  eliminate  it,  you  say  ? 

Q.  Yes.  As  I  understand  it  was  not  until  January 
[R.  p.  480]  that  Mr.  Schmidt  was  called  from  the  manu¬ 
facturer.  A.  Well,  you  haven’t  quite  the  right  impression 
then,  because  as  soon  as  the — the  tests  of  December  21  and 
22  were  the  first  days  that  we  had  had  a  head  of  32  feet, 
beginning  on  December  20,  after  the  dam  was  completed. 
Now,  that  was  not,  however, — even  though  it  was  a  32-foot 
head  it  did  not  satisfy  the  conditions  under  which  the  official 
tests  must  be  made,  and  while  the  water-hammer  was  more 
noticeable  during  those  tests  than  when  the  plant  was  oper¬ 
ating  under  the  lower  head,  the  head  condition,  as  I  say, 
had  not  yet  reached  the  division  between,  say,  draft  and 
pressure  head  required  for  the  official  test,  but  immediately 
after  these  tests  were  made  we  notified  the  Boston  office  of 
our  company,  who  conducted  all  negotiations  with  the  manu¬ 
facturer,  and  told  them  of  this  trouble,  and  asked  them  to 
sret  after  it  at  once. 

Q.  But  no  effort  was  made  when  you  were  under  low 
head  test  to  eliminate  the  water-hammer?  A.  The  situation 
in  regard  to  this  water-hammer  apparently  is  not  clear. 
The  contractor  has  no  responsibility  for  those  machines. 
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They  belong  to  the  manufacturer,  and  are  under  his  direc¬ 
tion,  under  the  direction  of  the  erector,  until  turned  over. 
Any  experimenting  of  that  nature,  the  correction  of  any 
difficulties,  is  entirely  the  province  of  the  manufacturer. 
[R.  p.  481]  Examiner  Marsh:  They  are  designed  by  the 
manufacturer,  are  they? 

The  Witness:  Entirely  so. 

Examiner  Marsh:  What  is  the  responsibility  of  the 
manufacturer  in  that  connection?  Xo  financial  responsibil¬ 
ity,  is  there? 

The  Witness:  Well,  until  the  machines  are  accepted  he 
doesn’t  get  paid  for  them. 

Examiner  Marsh:  Is  he  responsible  for  any  damage 
which  may  result  from  a  fault  of  the  equipment? 

The  Witness:  Oh,  yes. 

Examiner  Marsh:  And  the  extent  of  any  damage  occa¬ 
sioned  by  the  failure  of  the  equipment? 

The  Witness :  I  think  that  they  eliminate  consequential 
damages,  they  are  not  responsible.  They  always  put  that 
in  their  contract,  every  water  wheel  builder  in  the  United 
States. 

Examiner  Marsh:  Do  you  know  what  they  mean  by 
“consequential  damages”? 

The  Witness: 

The  Witness:  Well,  for  instance,  in  the  sleeve  difficulty, 
if  that  thing  had  broken  loose  and  flooded  the  power  house, 
I  would  say  that  would  have  been  consequential  damage, 
the  damage  resulting  from  that. 

Examiner  Marsh:  Directly  connected  with  the  difficulty? 

The  Witness:  Yes.  The  machinery,  however,  is  their 
entire  responsibility. 

Mr.  Goetz:  Mr.  Examiner,  I  am  not  sure  that  the  wit- 
[R.  p.  482]  ness  answered  my  last  question.  Will  you  read 
the  question? 

(The  following  question  was  read:  “Q.  But  no  effort 
was  made  when  you  were  under  low  head  test  to  eliminate 
the  water-hammer ?  ”) 
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Mr.  Goetz:  Will  vou  read  the  answer? 

(Thereupon  the  following  answer  was  read:  “A.  The 
situation  in  regard  to  this  water-hammer  apparently  is 
not  clear.  The  contractor  has  no  responsibility  for  those 
machines.  Thev  belong  to  the  manufacturer  and  are  under 
his  direction,  under  the  direction  of  the  erector,  until  turned 
over.  Any  experimentings  of  that  nature,  the  correction 
of  any  difficulties,  is  entirely  the  province  of  the  manu¬ 
facturer.”) 

Bv  Mr.  Goetz: 

Q.  What  representative  of  the  manufacturer  was  there 

during  the  low  head  tests  ?  A.  I  am  under  the  impression 

that  Mr.  Schmidt  made  one  trip  there  shortly  after  the 

unit  started.  I  am  not  certain  about  that.  If  he  was  not, 

the  onlv  one  was  the  erector. 

•> 

Q.  Mr.  Schmidt  and  Mr.  White,  I  believe  it  has  been 
stated,  were  experts  on  water  wheel  design?  A.  That  is 
quite  right. 

Q.  But  you  are  not  sure  that  either  one  of  those  were 
there  during  the  low  head  tests  to  observe  this  water- 
[R.  p.  483]  hammer  ?  A.  No,  I  am  not. 

Q.  Do  you  think  Mr.  Newberry  would  know?  A.  WTell, 
I  think  he  could  tell  from — I  couldn’t  say  this  afternoon, 
but  I  could  later. 

Mr.  Tucker:  Off  the  record. 

(Discussion  off  the  record.) 

Bv  Mr.  Goetz: 

•> 

Q.  Air.  Anthony,  I  believe  testimony  has  been  offered 
here  both  by  you  and  Mr.  Newberry  to  the  effect  that  it 
took  one  and  three-quarter  hours  to  close  the  head  gates. 
Is  that  correct?  A.  That  is  about  right. 

Q. !  Butterfly  valves  were  not  used  on  this  project  ?  A. 
No. 
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Q.  They  are  quicker  acting,  are  they  not?  A.  Well, 
they  are  quicker  than  that,  yes — faster  than  that. 

Q.  How  quick?  A.  Oh,  I  should  say — I  don’t  remember 
what  the  Conowingo  closure  was;  I  think  it  was  about 
fifteen  or  twenty  minutes,  something  of  that  kind. 

Q.  Was  the  size  of  the  opening  the  same  in  the  two 
instances?  A.  Oh,  no.  You  couldn’t  build  a  butterfly 
valve  [R.  p.  484]  big  enough  to  handle  the  water  at  Rock 
Island.  It  is  impossible. 

Q.  Will  you  describe  the  set-up  at  Rock  Island?  A. 
Well,  Rock  Island  is  a  low  head  plant.  Its  heads  vary  from 
20  feet  at  high  water  up  to  36  to  38  feet  at  the  present 
time  with  the  initial  development.  The  capacity  of  these 
machines  requires  from  sixty-eight  to  seventy-five  hundred 
c.  f.  s.,  and  that  is  entirely  too  large  for  the  use  of  butterfly 
valves  in  the  intake.  The  Conowingo  butterfly  valves  are 
27  feet  in  diameter,  and  those  were  the  largest  that  had 
ever  been  built  at  that  time.  I  don’t  think  anything  larger 
has  been  built  since. 

Q.  Are  you  familiar  with  any  construction  in  the  United 
States  similar  to  Rock  Island,  so  far  as  these  head  gate 
arrangements  are  concerned?  A.  Yes,  quite  similar. 

Q.  At  what  location?  A.  Mississippi  River  Power 
Company  is  another  low  head  plant. 

Q.  Were  they  installed  prior  to  the  completion  of  this 
project?  A.  Oh,  much  so.  They  were  installed  in  1912 
and  1913. 

Q.  What  are  those  head  gate  openings?  A.  You  mean 
what  is  the - 

[R.  p.  485]  Q.  Dimensions.  A.  The  dimensions? 

Q.  Yes.  A.  Oh,  I  can’t  remember. 

Q.  How  do  those —  A.  I  know  the  head  is  just  about 
comparable  with  the  heads  at  Rock  Island  at  the  present 
time. 

Q.  How  do  those  head  gates  compare  with  Rock  Island? 
A.  Well,  in  type,  you  mean? 
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Q.  Yes,  and  size  as  well.  A.  I  can’t  remember  whether 
there  were  three  or  four  openings  per  unit,  head  gate 
openings  per  unit  at  Keokuk,  but  it  is  my  impression  that 
there  were  four  openings,  instead  of  three  as  at  Rock 
Island,  per  unit. 

Q.  And  how  do  those  openings  compare  in  size  with 
the  openings  at  Rock  Island?  A.  Well,  they  are  smaller. 

Q.  How  much  smaller?  A.  I  couldn’t  say.  I  don’t 
remember. 

Q.  Did  you  operate  that  plant  at  any  time?  A.  Well, 
I  was  there  through  the  entire  construction  period. 

Q.  And  did  you  observe  at  any  time  the  opening  and 
closing  of  those  gates?  A.  Oh,  yes. 

[R.  p.  486]  Q.  How  long  did  it  take?  A.  Well,  I  should  say 
about  half  an  hour;  a  half  to  three-quarters  of  an  hour. 

Q.  Would  you  say  that  those  gates  are  about  three- 
quarters  of  the  size  of  the  gates  at  Rock  Island?  A.  I 
wouldn’t  even  make  a  guess  at  it.  It  is  too  long  ago.  I 
can’t  remember  30  vears  ago. 

Q.  And  you  are  not  familiar  with  anything  in  between 
the  interval  of  Conowingo  and  Rock  Island?  A.  Well,  I 
have  seen  most  of  the  hydro  plants  in  the  country,  I  think, 
during  the  last  30  years,  that  have  been  built. 

Q,  You  are  familiar  with  the  head  gate  operation  of 
all  those  plants?  A.  Many  of  them. 

Q.  Which  ones?  A.  Well,  Wilson  Dam.  I  didn’t  see 
the  gates  operate,  however.  I  saw  the  rigging. 

Q.  I  will  take  these  up  one  at  a  time.  Are  they  of 
comparable  size  with  Rock  Island?  A.  Xo,  I  would  say 
they  are  smaller. 

Q.  Do  you  know  how  long  it  takes  for  them  to  be 
opened  and  closed?  A.  Xo,  I  do  not. 

Of  the  many  plants  that  vou  are  familiar  with  which 
[R.  p.  487]  ones  have  head  gates  which  are  comparable 
in  size  to  Rock  Island?  A.  That  is  a  rather  difficult  ques¬ 
tion.  I  don’t  know  that  I  could  definitelv  sav  what  the 

•>  * 

size  of  any  of  those  were,  those  plants,  but  I  do  know  that 
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a  period  of  an  hour  and  a  half  to  two  hours  is  not  excep¬ 
tional  for  closing  gates. 

Q.  And  that  time  has  never  been  improved  upon?  A. 
Well,  I  presume  it  might  be  improved  upon. 

Q.  I  say,  has  it  to  your  knowledge?  A.  Not  with  that 
type  of  gate. 

Q.  Did  they  have  wicket  gates  at  Conowingo  similar 
to  those  at  Rock  Island?  A.  Whv,  certainlv. 

Q.  Were  they  operated  in  the  same  way?  A.  Yes. 

Q.  Did  they  have  any  difficulty  with  the  operation  of 
the  pump  there?  A.  You  are  speaking  of  what,  the  oil 
pumps? 

Q.  Yes.  A.  I  don’t  remember  that  we  did,  no. 

Q.  And  were  those  pumps  of  the  same  comparable 
size  ?  A.  Well,  it  is  my  impression,  it  is  my  remembrance 
rather,  that  those  were  two-stage  pumps,  whereas  these 
at  Rock  Island  are  single-stage. 

Q.  And  they  were  placed  in  operation  before  those 
[R.  p.  488]  at  Rock  Island?  A.  Oh,  yes. 

Q.  And  they  had  no  trouble,  to  your  knowledge  ?  A.  I 
don’t  remember. 

Q.  And  yet  they  served  the  same  purpose?  A.  Yes. 

Q.  They  were  manufactured  by  Allis-Chalmers,  would 
vou  sav?  A.  Part  of  them. 

Q.  Iiow  many  were  there  at  Conowingo  ?  A.  How  many 
pumps  ? 

Q.  Yes.  A.  I  can't  remember  now  whether — it  seems 
to  me  we  had  a  central  oiling  system,  (and  did  not  have 
individual  or,  as  at  Rock  Island,)  one  pump  for  two  units 
on  an  interconnected  system,  if  you  know  what  I  mean,  an 
interconnected  system  whereby  you  could  operate  one  pump 
— one  pump  was  provided  for  units  1  and  2 ;  one  pump  was 
provided  for  units  3  and  4,  with  a  spare  pump  also  on  the 
line.  In  case  you  wanted  to  operate  units  1  and  3  from 
the  same  pump  that  could  also  be  done,  because  they  were 
all  connected  into  the  central  oiling  system. 
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Q.  Just  one  more  question.  Do  you  recall  the  pressure 
used  on  the  pump  at  Conowingo  ?  A.  I  do  not. 

[R.  p.  489]  Q.  Did  the  same  construction  company  design 
and  build  both  Conowingo  and  Rock  Island?  A.  The  struc¬ 
tures,  yes. 

Mr.  Goetz:  That  is  all. 

•  #  •  *  * 

[R.  p.  494]  EUGENE  LOGAN 

a  witness  for  and  on  behalf  of  the  Commission,  having  been 
previously  duly  sworn,  was  recalled  to  the  stand  and  testi¬ 
fied  further  as  follows: 

Cross  Examination  by  Mr.  Tucker: 

Q.  On  page  364  of  the  transcript  you  say: 

‘‘Since  the  recommended  date  of  June  1,  1932,  allows 
two  months  additional  time  for  testing  and  trial  run  of 
the  generating  units,  and  since  all  construction  outside  of 
generating  units  was  in  an  operating  status,  it  is  believed 
that  the  conclusion  reached  in  my  report  of  May  2,  1938,  is 
a  reasonable  one.”  I  ask  you  whether  you  mean  by  the 
words,  “operating  status”  anything  more  than  erected,  or 
that  at  least  vou  don’t  mean  to  include  that  thev  were  readv 

•  »  V 

for  commercial  operation  so  that  they  could  render  service 
for  which  they  were  designed.  A.  The  same  statement  I 
made  with  reference  to  a  similar  statement  when  I  was  on 
the  witness  stand  before  should  be  used  in  connection  with 
this  statement. 

Q.  I  am  now  quoting  from  page  358  of  the  transcript 

of  vour  testimonv: 

•>  * 

[R.  p.  495]  “It  appears,  therefore — this  is  my  own  con¬ 
clusion — that  Units  1  and  2  most  certainly  were  in  reliable 
operation  by  June  1,  1932.”  And,  do  you  make  the  same 
answer  with  respect  to  that?  A.  I  do. 

Q.  1  am  now  quoting  from  page  358  of  the  record  of 
your  testimony: 
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“It  is  concluded  from  the  foregoing  that  the  ‘date  when 
the  project  became  available  for  the  service  for  which  it  was 
intended’  should  have  been  June  1,  1932,  and  that  interest 
on  all  project  expenditures  should  cease  on  that  date.” 

Now,  it  is  my  understanding  that  you  do  not  desire  to 
change  the  latter  part  of  that  statement,  namely,  “and  that 
interest  on  all  project  expenditures  should  cease  on  that 
date,”  but  I  ask  you  whether  or  not  the  same  statement 
that  you  have  made  with  reference  to  the  other  questions 
that  I  have  asked  you  would  apply  to  the  phrase,  “became 
available  for  the  service  for  which  it  was  intended?”  A. 
That  is  correct. 

*  #  #  #  • 

Mr.  Goetz:  Mr.  Examiner,  we  have  not  taken  up  the 
question  of  construction  period  for  the  transmission  line. 
[R.  p.  496]  Therefore,  I  should  like  to  call  Mr.  Logan  at 
this  time  on  that  point. 

Examiner  Marsh:  Very  well. 

Direct  Examination  by  Mr.  Goetz: 

Q.  Mr.  Logan,  I  wish  at  this  time  to  take  up  the  ques¬ 
tion  of  the  construction  period  of  the  transmission  line 
extending  from  the  project  to  Skykomish,  Washington. 
What  is  the  date  recommended  in  your  report  of  May  2, 
1938,  as  the  end  of  construction  period  for  the  transmission 
line?  A.  June  1,  1932. 

Q.  What  are  your  reasons  for  that  recommendation? 
A.  Although  the  entire  transmission  line  under  license 
was  actually  placed  in  operation  on  October  30,  1931,  it 
was  used  solely  from  that  date  until  June  1,  1932,  for  the 
purpose  of  delivering  dump  power  or  the  power  generated 
during  the  construction  period  by  the  Rock  Island  project 
into  the  system  of  the  Puget  Sound  Power  &  Light  Com¬ 
pany.  Inasmuch  as  the  transmission  line  was  built  for  and 
used  for  the  transmission  of  electric  power  from  Rock 
Island  to  the  Puget  Sound  Power  &  Light  Company  sys- 
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tem  and  for  no  other  purpose,  it  could  not  have  carried 
any  interest  on  the  investment  until  after  the  hydro  plant 
went  into  [R.  p.  497]  commercial  operation.  The  date  of 
beginning  of  commercial  operation  of  the  transmission  line, 
therefore,  must  coincide  with  that  of  the  hydro  plant. 

Mr.  Goetz:  That  is  all. 

Mr.  Tucker:  I  have  no  questions. 


Bv  Mr.  Goetz: 

Q.  Mr.  Anthony,  a  few  minutes  ago  when  you  were  on 
the  stand  I  asked  you  certain  questions  as  to  whether  or 
not  the  manufacturer  of  the  water  wheels  had  a  repre¬ 
sentative  on  the  job  during  the  low  head  tests  of  Units  1 
and  2.  A.  Yes. 

Q.  Will  you  now  please  tell  me  who  those  representa¬ 
tives  were?  A.  Mr.  W.  M.  White,  manager  of  the  hydraulic 
division  of  Allis  Chalmers  Company  arrived  at  Rock  Island 
on  October  8,  1931.  He  came  there  particularly  to  see  the 
units  turned  over  for  the  first  time,  and  this  was  done 
on  Unit  Xo.  1  [R.  p.  498]  on  October  10th,  two  days  after 
that,  and  he  was  there  at  that  time. 

Q.  How  long  a  time  was  he  there,  Mr.  Anthony?  A.  I 
haven't  got  the  date  that  he  left,  but  I  know  that  it  was 
only  just  long  enough  to  see  the  units  turning  over.  It 
was  not  under  load. 

Q.  Didn't  the  low  head  tests  consume  quite  a  period 
up  until  the  end  of  November  and  beginning  of  December, 
1931?  A.  Well,  of  course  Unit  Xo.  1  failed  on  high  poten¬ 
tial  test  and  was  not  able  to  carry  any  load  until  October 
29,  1931,  as  I  remember.  I  would  like  to  say  this  also, 
that  at  the  time  Unit  1  was  first  operated  the  head  was 
in  the  neighborhood  of  25  feet,  being  the  head  created  by 
the  west  channel  cofferdam. 

Q.  Do  you  recall  when  that  head  was  reached?  A.  You 
mean  the  25-foot  head? 
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Q.  Yes.  A.  "Well,  that  head  was  not  available  np  to 
that  time. 

Q.  I  should  like  to  refer  you  to  page  226  of  the  tran¬ 
script  which  carries  a  portion  of  Mr.  Newberry’s  testi¬ 
mony.  A.  Yes. 

[R.  p.  499]  Q.  Mr.  Newberry  states  there  that  Unit  2  was 
started  October  12, 1931  and  that  Unit  No.  1  started  rolling 
on  November  22,  1931.  That  is  a  fact,  is  it?  He  goes  on 
to  state,  “but  trouble  with  a  hot  guide  bearing  kept  the 
unit  out  until  November  2S,  1931,  when  it  was  synchro¬ 
nized.”  A.  On  No.  1,  yes.  It  Lad  failed  on  the  high  poten¬ 
tial  test. 

Q.  Prior  to  that  time  they  had  run  the  low  head  tests. 
A.  I  think  I  am  quite  correct  in  saying  that  No.  1  turned 
over  for  the  first  time  on  October  10th. 

Q.  And  you  stated  that  Mr.  "White  was  there  on  October 
8th  and  10th,  I  believe.  A.  Yes. 

Q.  Is  that  what  your  records  show,  that  he  was  there 
on  October  Sth?  A.  He  arrived  on  October  8th,  and  I 
couldn’t  say  whether  he  was  there  three  or  four  days,  but 
I  know  he  was  there  just  long  enough  to  see  the  unit  turn 
over. 

Q.  When  was  Unit  No.  1  placed  on  the  32-foot  head 
test?  A.  Well,  I  couldn’t  say  exactly,  but  certainly  not 
prior  to  the  completion  of  the  dam  on  December  20. 

Q.  On  page  227  of  the  transcript  Mr.  Newberry  stated: 
[R.  p.  500]  “This  water-hammer  had  been  occurring  during 
operation  under  the  low  head  but  in  a  less  degree  and  had 
been  thought  to  be  caused  by  the  distorted  head  condi¬ 
tions.”  That  remark  indicates  that  there  had  been  a  low 
head  test,  does  it  not?  A.  No.  The  units  had  been  oper¬ 
ating  under  the  head  created  by  the  cofferdam  prior  to  this 
time,  but  it  could  not  reach  the' 32-foot  head  until  the  coffer¬ 
dam  could  be  abandoned  and  the  dam  completed,  which  was 
on  December  20th. 

Q.  I  realize  that.  However,  my  question  some  time  ago 
was  to  the  effect,  did  the  manufacturer  have  a  representa- 
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tive  there  to  observe  the  water-hammer  during  the  low  head 
tests?  A.  The  manufacturer  didn’t  have  someone  there 
for  that  purpose,  because  when  the  units  were  first  operated 
no  notice  of  it  was  taken  at  all  at  the  very  start,  because 
when  they  first  turned  over  it  was  under  this  extremely 
low  head,  and  just  operating  enough  to  turn  the  machines 
over,  but  it  was  only  when  you  operated  with  a  fairly  open 
gate  and  steep  blade  pitch  that  we  began  to  get  this  trouble 
more  severely,  and  then  finally  when  we  reached  the  32-foot 
head  it  became  very  much  more  pronounced. 

Q.  So  you  thought  the  water-hammer  would  cease 
[R.  p.  501]  when  you  got  up  to  the  32-foot  head.  A.  That 
was  the  thought. 

Q.  Isn't  it  a  fact  this  plant  often  operates  at  a  25-foot 
head?  You  don't  have  a  32-foot  head  all  the  time.  A.  That 
is  quite  true,  but  as  Mr.  Newberry  said,  it  was  a  distorted 
head  condition. 

Mr.  Tucker:  What  do  you  mean  by  that? 

The  Witness:  In  other  words,  your  head  on  a  water 

wheel  is  comprised  of  two  things,  your  pressure  head,  which 

is  the  difference  in  the  elevation  from  the  headwater  to  the 

center  of  the  wheel:  the  other  is  your  draft  head,  which  is 

from  the  center  of  vour  wheel  down  to  the  elevation  of  vour 

•  » 

tail  water.  Now,  when  we  were  operating  under  these  low 
head  conditions  with  water  only  up  to  the  top  of  the  coffer¬ 
dam,  the  tail  water  was  very  low,  so  that  it  was  an  entirely 
distorted  condition. 

By  Mr.  Goetz: 

Q.  And  it  has  never  been  reached  since?  A.  No,  we 
don't  reach  that  condition. 

Q.  You  never  have  that  distorted  condition  now.  A. 
Mr.  Newberry  could  answer  that.  I  haven’t  paid  any  atten¬ 
tion  to  the  water  elevations  he  gets  in  operation. 

Q.  When  the  project  was  constructed  you  didn’t  antici¬ 
pate  you  would  close  it  down  when  this  condition  would 
[R.  p.  502]  occur,  and  you  certainly  must  have  anticipated 
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there  would  be  times  when  the  tail  water  would  rise  almost 
as  high  as  the  head  water.  A.  When  the  units  are  oper¬ 
ating  the  head  water  is  very  much  higher.  When  we  started 
out  there  was  only  just  a  very  little  water  passing  through 
the  wheel.  As  soon  as  you  start  a  couple  of  units  your  tail 
water  comes  right  up  because  it  is  coming  into  this  com¬ 
paratively  still  body  of  water  there,  and  you  build  up  quite 
a  little  slope  to  carry  it  out,  so  immediately  your  tail  water 
comes  up  as  soon  as  you  open  a  unit  up  to  full  capacity. 

Q.  What  do  you  suppose  he  was  referring  to  when  he 
used  the  term,  “distorted  head  condition”?  By  that  I 
mean  what  was  the  difference  at  that  time  between  the  head 
on  the  upstream  side  of  the  dam  and  the  tailwater?  A. 
Well,  exactly  as  I  explained,  that  your  head  water  was 
lower  and  your  tail  water  was  also  lower.  In  other  words, 
your  draft  head  became  a  greater  percentage  of  your  total 
head. 

Q.  What  was  the  difference  in  the  head  at  that  time 
then?  A.  The  difference  between  tail  water  and  head 
water? 

Q.  That  is  right,  sir.  A.  About  25  feet. 

[R.  p.  503]  Q.  Does  this  plant  sometimes  operate  now  with 
that  same  head  of  25  feet  ?  A.  Oh,  yes :  during  floods,  sure, 
but  then  vour  tail  water  is  verv  high.  It  is  an  entirelv  dif- 
ferent  condition. 

Q.  It  would  not  be  25  feet  then.  A.  A  25-foot  head  but 
a  different  distribution  between  draft  head  and  pressure 
head. 

Q.  So  that  after  the  plant  went  into  operation  and  the 
dam  was  constructed  to  its  ultimate  height,  this  distorted 
head  condition  would  never  again  occur.  A.  That  is  right. 

Q.  But  you  cannot  state  definitely  whether  or  not  Allis- 
Chalmers  had  a  representative  there  during  this  complete 
low  head  test?  A.  I  don't  know  exactly  what  you  mean 
by  the  low  head  test. 

Q.  I  refer  to  any  test  made  prior  to  December  21  and 
22,  1931.  A.  Between  what  dates? 
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Q.  Any  date  prior  to  December  21  and  22,  1931,  which 
is  the  date  on  which  load  tests  of  Unit  Xo.  2  at  32-foot  head 
were  made.  A.  These  units  were  being  operated,  and  we 
speak  of  the  operation  during  that  period  as  a  testing 
period.  [R.  p.  504]  There  was  no  specific  efficiency  tests,  or 
anything  of  that  kind  made  during  this  period  at  all. 

Q.  That  is  right,  but  the  wheels  were  turning  over  at 
various  times.  A.  The  wheels  were  turning  over,  that  is  it 
exactly. 

Q.  AUd  it  wasn't  just  on  October  8,  9  and  10  perhaps 
that  tliev  were  turning  over?  Tliev  had  turned  over  on 
other  davs?  A.  Tliev  turned  over  other  davs  later,  ves. 

Q.  I  am  only  asking  these  questions  because  no  written 
reports  have  been  given  on  the  conditions  which  occurred 
during  these  tests.  That  is  why  I  should  like  to  know 
whether  these  representatives,  whether  the  manufacturer 
had  representatives  on  the  job.  A.  Xo.  The  only  repre¬ 
sentative  that  the  manufacturer  had  on  the  job  was  the 
erector  who  reports  to  his  factory  daily,  sends  in  daily 
reports  to  his  factory. 

Mr.  Tucker:  Except  Mr.  White. 

The  Witness:  Except  for  Mr.  White  for  this  visit  on 
October  8th,  until  February  12th  when  Mr.  Schmidt  arrived 
in  response  to  our  request  that  they  study  into  this  matter 
of  water-hammer,  and  they  had  been  giving  it  study  at  the 
plant,  in  the  manufacturer’s  engineering  department,  be¬ 
fore  he  came  there. 

#  •  #  •  • 


[R.  p.  512]  Cross  Examination  hy  Mr.  Shannon: 

Q.  Mr.  Kellogg,  on  page  198  of  the  transcript  you  testi¬ 
fied  that  a  revision  of  the  construction  program  was  first 
discussed  by  you  on  June  17,  1931,  and  that  the  Licensee 
finally  decided  on  said  revision  on  December  1,  1931.  That 
is  correct,  is  it  not  ?  A.  That  is  correct. 
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Q.  With  whom  did  you  discuss  such  revision  on  June 
17,  1931?  A.  I  discussed  it  with  my  own  associates  among 
the  officers  of  the  company  and  also  with  the  officers  and 
[R.  p.  513]  engineers  of  Stone  &  Webster  Engineering  Cor¬ 
poration,  the  Licensee’s  contractor. 

Q.  Would  you  mind  naming  those  men  to  your  best 
recollection?  A.  Yes,  the  gentleman  in  the  Boston  office, — 
the  gentleman  in  our  organization  who  had  for  many  years 
been  sponsor  under  the  Stone  &  Webster  Service  Corpora¬ 
tion’s  supervision  was  Donald  C.  Barnes,  and  in  June,  1931 
he  was  vice-president  of  the  Engineers  Public  Service  Com¬ 
pany  and  Engineers  Public  Service  Company,  Inc.,  of  which 
I  was  then  President.  Also  I  had  consultation  in  connec¬ 
tion  with  that  with  Mr.  William  E.  Wood  who  at  that  time 
and  throughout  1931  was  executive  vice-president  of  Engi¬ 
neers  Public  Service  Company  and  Engineers  Public  Service 
Company,  Inc.,  the  mutual  service  company.  Mr.  Wood  was 
what  we  call  sponsor  in  our  Engineers  Public  Service  Com¬ 
pany,  Inc.  organization,  for  the  Puget  Sound  property. 

Mr.  Tucker:  Could  I  suggest  something,  Mr.  Kellogg? 
I  think  the  record, — using  Engineers  Public  Service  or  Engi¬ 
neers,  as  you  speak  about  it,  and  Stone  &  Webster  Engineer¬ 
ing  Corporation,  will  get  pretty  confused.  If  you  state  it 
as  the  mutual  service  company  in  the  Stone  &  Webster 
Engineering  Corporation,  I  think  the  record  will  [R.  p.  514] 
be  much  clearer.  We  won’t  know  on  the  record  which  you 
are  referring  to,  whether  you  are  referring  to  the  mutual 
service  company  and  Stone  &  Webster - 

The  Witness:  For  brevitv  I  might  sav  this:  Mutual  Ser- 
vice  Company  will  refer  to  Engineers  Public  Service  Com¬ 
pany,  Inc.  and  the  contractor  will  refer  to  either  Stone  & 
Webster,  Inc.,  Engineering  and  Construction  Department, 
or  its  successor,  Stone  &  W ebster  Engineering  Corporation. 

The  representative  of  the  contractor  with  whom  I  talked 
were  J.  H.  Manning,  president  of  that  company,  Harry  Hege- 
man,  their  hydraulic  engineer,  William  X.  Patten,  construc¬ 
tion  engineer.  I  could  probably  think  of  various  others. 
Would  you  like  a  very  complete  roster? 
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By  Mr.  Shannon: 

Q.  Xo,  that  is  all  right.  Where  did  these  conferences 
take  place  on  June  17,  1931?  A.  The  June  17  conference — 
may  I  refer  to  my  notes  to  be  sure  I  am  right? 

Q.  Certainly.  A.  I  don't  seem  to  have  the  notes  I  had 
in  mind.  I  am  practically  positive  the  June  17  conference 
occurred  in  Boston. 

[R.  p.  515]  Q.  And  you  represented  the  Licensee  at  that 
time  ?  A.  I  did,  yes. 

Q.  Did  anyone  else  represent  the  Licensee?  A.  Either 
of  those  two  gentlemen,  Mr.  Barnes  or  Mr.  Wood,  if  they 
were  there,  represented  the  Licensee  through  the  mutual 
service  contract  connection. 

Q.  Had  anyone  suggested  prior  to  June  17,  1931  that  a 
revision  of  this  construction  program  might  be  advisable? 
A.  I  think  it  had  been  discussed.  That  is  my  recollection 
of  the  status  of  the  discussion  when  it  was  taken  up  with  me, 
but  that  is  the  first  time  I  have  any  record  of  it  having  been 
discussed  with  me. 

Q.  That  was  the  first  suggestion  you  knew  of,  on  June 
17?  A.  The  first  I  find  any  record  of.  I  presume  if  the 
thing  had  been  discussed  before  that  I  might  have  heard 
of  it,  but  that  is  the  first  record  I  find  among  my  papers  of 
the  matter  having  been  discussed. 

Q.  With  your  position  with  the  Licensee  under  the  nor¬ 
mal  course  of  events,  any  suggestion  along  that  line  would 
probably  have  been  referred  to  you  very  soon,  would  it  not? 
A.  Very  soon,  yes,  but  not  necessarily  the  very  first  thing. 
[R.  p.  516]  Q.  Beginning  with  the  date  of  June  17,  1931  in 
these  discussions  which  you  have  just  testified  took  place, 
and  December  1,  1931  when  it  was  finally  decided  to  revise 
the  construction  program,  will  you  enumerate  briefly  the 
steps  or  deliberations  which  took  place?  A.  I  have  with 
me — I  wish  I  could  be  excused  to  go  and  get  it — a  lot  of 
diary  notes  that  might  help  to  clear  up  those  dates.  I 
thought  I  had  them  but  I  don't  seem  to  have  them  here. 
It  won’t  take  over  ten  minutes. 
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Mr.  Tucker:  May  the  witness  be  excused  to  get  those 
notes  with  the  understanding  it  won’t  delay  the  hearing? 

Examiner  Marsh:  The  notes  are  not  in  the  room? 

The  Witness:  Xo. 

By  Mr.  Shannon : 

Q.  I  am  particularly  concerned  to  have  the  record  show 
what  deliberations  took  place  between  the  first  suggestion, 
the  six  months  that  elapsed  before  the  decision  was  made, 
and  what  alternative  methods  of  procedure  were  discussed 
and  by  whom,  and  the  processes  by  which  the  people  ar¬ 
rived  at  the  conclusion  that  a  revision  would  be  made.  A. 
I  think  I  can  answer  that  question  in  a  general  way  if  you 
don’t  press  me  too  closely  on  dates.  As  I  testified  in  my 
original  examination,  you  will  recall  the  extreme  rapidity 
and  severity  with  which  adverse  [II.  p.  517]  developments 
were  occurring  through  the  fall  of  1931.  This  first  confer¬ 
ence  in  June,  1931  occurred  when  events  and  developments 
had  been  such  as  for  the  first  time  to  raise  a  serious  question 
as  to  whether  this  power  was  needed  when  we  planned  to 
have  it  readv.  Throughout  that  autumn  the  verv  things 
were  considered  which  I  outlined  in  my  original  testimony, 
namely,  the  possible  loss  of  investment  already  made  in 
cofferdams  and  such  of  the  work  as  was  not  completed  to 
the  point  of  completing  the  dam,  the  serious  effect  on  public 
morale  and  on  the  company’s  standing  if  the  work  were 
suddenly  shut  down,  and  there  were  a  great  many  things 
pro  and  con  that  had  to  be  considered.  I  recall  that  some¬ 
where  around  in  early  October,  1931,  the  situation  got  so 
serious  that  general  telegrams  were  sent  out  to  all  of  the 
other  companies  in  the  Engineers  group,  to  absolutely  stop 
all  construction.  We  felt  very  loathe  to  give  up  the  Rock 
Island  project,  having  once  started  it,  and  the  long  time  ele¬ 
ment,  the  long  time  between  the  first  discussion  of  the  sub¬ 
ject  in  June  and  the  final  decision  on  December  1st,  which 
resulted  in  the  writing  of  the  letter  of  December  8th  was 
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at  the  end  of  a  long  period  of  exploring  what  else  could  be 
done,  and  of  hoping  that  things  might  turn  out  a  little  better 
than  they  did. 

[R.  p.  518]  Q.  May  I  interrupt  a  moment?  Specifically 
what  other  things  or  plans  of  procedure  were  considered? 
A.  Well,  one  thing  would  have  been  to  simply  cease  work 
entirely  as  soon  as  the  cash  resources  of  the  company  were 
exhausted  and  stopped.  Another  thing,  of  course,  was  the 
exploring  of  possibilities  of  what  could  be  done  in  the  way 
of  additional  financing,  whether  additional  bonds  could  be 
sold,  what  arrangements  could  be  made  for  bank  loans, 
and,  finally,  the  scheme  which  was  hit  upon  of  reducing 
monthly  expenditures  as  much  as  possible  and  taking  ad¬ 
vantage  of  the  full  construction  period  permitted  in  the 
license. 

Q.  Did  anyone  suggest  the  possibility  of  selling  excess 
power  to  operating  companies?  A.  I  don’t  know  whether 
anyone  suggested  it  or  not,  but  I  remember  from  the  col¬ 
lateral  circumstances  it  would  have  been  very  difficult  to  do 
that  because  everybody  else  in  our  line  of  business  was  in 
just  the  same  shape.  We  were  importuned  by  the  Bond  and 
Share  to  take  power  from  various  of  their  projects  and 
power  was  a  drug  on  the  market  at  that  time  because  every¬ 
one  else  who  might  have  bought  any  was  in  the  same  posi¬ 
tion  we  were. 

Q.  When  the  final  decision  to  delay  the  program  was 
made  on  December  1,  1931,  did  you  work  out  in  a  tentative 
way  the  specific  steps  which  were  to  be  taken?  [R.  p.  519] 
A.  I  did  not.  That,  of  course,  was  put  up  to  our  contrac¬ 
tor  as  an  expert,  to  work  that  out  in  the  most  satisfactory 
way,  and  from  a  construction  point  of  view. 

Q.  Was  the  matter  of  specific  steps  discussed  with  you 
as  representative  of  the  Licensee?  A.  Xot  very  specifically. 
Xo  more  than  just  to  achieve  the  ultimate  objective  of 
completing  the  work  approximately  at  the  end  of  the 
License  period. 
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Q.  Do  you  recall  whether  or  not  at  that  time  it  was 
definitely  decided,  for  instance,  to  delay  the  installation  of 
Unit  1  for  a  definite  period  of  time,  taking  that  as  an  ex¬ 
ample?  A.  I  do  not  recall.  Of  course,  it  would  not  have 
been  Unit  1.  The  delay  -would  have  come  in  Units  3  and  4 
if  it  had  been  a  matter  of  Units,  because  at  this  time  Units 
1  and  2  were  already  installed. 

Q.  In  working  out  the  tentative  program,  provision 
was  made,  was  it  not,  for  installation  of  the  units  and 
possible  failure  of  equipment?  A.  I  don’t  know  whether 
provision  was  made  for  possible  failure  of  the  equipment. 

Q.  How  about  testing  of  the  units  ?  A.  Testing  of  units 
would,  of  course,  come  into  the  picture.  They  always  have 
to  be  tested.  They  always  have  to  be  run  long  enough  to 
be  sure  [R.  p.  520]  that  they  run  as  far  as  can  be  told,  rea¬ 
sonably  satisfactorily,  and  there  has  to  be  acceptance  tests. 
They  have  to  actually  perform  in  such  a  way  that  the  buyer 
is  willing  to  accept  them  as  satisfactory  units  from  the 
manufacturer. 

Q.  Do  you  know  what  provision  was  made  for  that  test? 
A.  Specifically,  no,  I  do  not. 

Q.  Mr.  Kellogg,  the  decision  to  delay  construction  was 
carefully  deliberated  over  a  period  of  six  months  with  all 
the  various  factors  involved  being  carefully  considered. 
Is  that  not  correct?  A.  That  is  correct.  I  don’t  know 
whether  I  would  say  it  was  discussed  every  day  of  the  six 
months  but  it  was  carefully  considered  throughout  that 
period. 

Q.  The  question  of  whether  this  Commission  would 
allow  interest  for  the  period  of  delay  was  considered  also, 
was  it  not?  A.  Yes,  it  was. 

Q.  Did  you  bring  up  that  question?  A.  I  don’t  know 
that  I  brought  the  question  up.  I  remember  distinctly  it 
was  brought  up  by  Mr.  McLaughlin,  the  president  of  the 
Licensee  in  Seattle,  and  I  am  sure  it  was  mentioned  by 
Mr.  Manning,  president  of  the  contractor,  and  I  think  also 
by  Mr.  Bigelow,  who  was  the  San  Francisco  [R.  p.  521] 
office  man. 
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Q.  When  this  question  was  brought  up  did  anyone  sug¬ 
gest  the  advisability  of  obtaining  an  opinion  of  legal  coun¬ 
sel  upon  the  question?  A.  I  don’t  recall  that  that  was 
suggested. 

Q.  Was,  in  fact,  an  opinion  of  legal  counsel  upon  that 
question  obtained?  A.  I  don’t  know;  I  don’t  recall  that 
it  was. 

Q.  If  it  had  been  obtained,  would  you  know  it?  A.  I 
would  have  known  it,  but  I  don’t  recall  it  at  the  present 
time,  but: I  don’t  definitely  testify  no  such  thing  was  ob¬ 
tained,  because  I  don't  know. 

Q.  Were  any  of  the  persons  whom  you  have  mentioned 
as  participating  in  the  deliberations  leading  up  to  the  final 
decision,  attorneys?  A.  Xo,  none  of  those  whom  I  have 
mentioned  were,  and  I  do  not  recall  this  being  considered  a 
legal  matter. 

Q.  Was  it  decided  it  was  not  a  legal  matter?  A.  No, 
simply  that  it  was  a  question  of  great  financial  stress  and 
it  was  partly  a  matter  of  the  situation  the  company  found 
itself  in  both  financially  and  with  respect  to  the  need  of 
power,  and  also  a  construction  matter  for  the  contractors 
to  work  out  after  they  had  obtained  the  decision  of  the 
owner,  who  after  all,  had  to  [R.  p.  522]  pay  for  the  work. 

Q.  Mr.  Kellogg,  you  have  testified  to  your  long  experi¬ 
ence  in  public  utility  matters  which  we  do  not  question,  and 
that  experience,  of  course,  makes  you  familiar,  to  a  limited 
extent  at  least,  with  the  statutory  regulations  and  stat¬ 
utory  interpretations.  I  now  ask  you  whether  as  such  an 
expert  in  such  matters,  you  consider  it  good  business  prac¬ 
tice  to  proceed  in  a  matter  of  this  kind  without  competent 
legal  advice.  A.  Yes,  I  do.  In  matters  of  this  sort — I  am 
referring  to  construction  under  a  license  from  the  Federal 
Power  Commission — we  would  rely  on  the  contractors. 
They  had  had  vast  experience  in  operating  under  Federal 
Power  Commission  licenses,  and  were  entirely  familiar 
with  the  accounting  and  all  requirements  thereunder.  As 
a  matter  of  fact,  they  got  License  Xo.  1  as  engineers  for 
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Henry  Ford  for  the  hydro  plant  at  Troy,  New  York,  and 
they  had  done  and  were  then  doing  other  work  in  connec¬ 
tion  with  such  licenses. 

Q.  The  Licensee  being  a  corporation,  Mr.  Kellogg,  who 
made  the  decision  to  revise  the  program  officially?  By  that 
I  mean,  did  you  or  any  other  officer  of  the  Licensee  do  so, 
or  was  it  done  by  the  Board  of  Directors?  A.  It  was  ap¬ 
proved  by  the  Board  of  Directors,  I  assume,  although  the 
decision  was,  of  course,  reached  by  [R.  p.  523]  the  officers 
of  the  company. 

Q.  That  was  a  unanimous  decision  among  the  officers 
of  the  company?  A.  Yes,  there  was  no  disagreement  in 
the  final  decision  so  far  as  I  can  recall. 

Q.  What  officers  of  the  company  participated  in  it? 
A.  I  was  one  of  them.  I  was  either  a  vice-president  of  the 
company  or  chairman  of  the  Board  at  that  time.  I  have 
forgotten  which,  I  could  look  it  up  and  see.  I  was  a  director 
and  vice-president,  at  least.  Mr.  McLaughlin,  the  president 
of  the  company  and  also  a  director,  was  consulted,  although 
he  was  not  present  at  that  conference,  but  he  was  consulted 
necessarily.  Mr.  Wood  was  also  a  director.  Whether  or  not 
he  was  a  corporate  officer  I  do  not  know,  but  he  was  execu¬ 
tive  vice-president  of  the  mutual  service  company  which  has 
supervision  over  Puget  Sound  and  was  in  its  organization 
sponsor  for  Puget  Sound,  so  his  suggestions,  of  course,  car¬ 
ried  a  great  deal  of  weight  in  his  organization.  I  do  not 
know  as  I  recall  the  specific  action  taken  by  the  Board  of 
Directors,  but  the  Board  in  any  event  would  have  relied 
upon — would  have  considered  the  advice  of  its  officers  in  a 
matter  as  technical  as  this  was. 

Q.  Did  any  of  the  persons  participating  in  the  delibera¬ 
tions  for  the  six  months  period,  those  persons  [R.  p.  524] 
having  been  named  by  you  in  your  testimony,  express  any 
opposition  to  the  revision  of  the  construction  program? 
A.  No,  I  think  not.  Of  course,  naturally,  the  members  of 
the  contractor’s  organization  were  very  sorry  to  see  the 
work  slowed  up.  They  have  a  professional  pride  and  in- 
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terest  in  doing  rapid  construction  work.  For  example,  on 
the  Conowingo  job  they  had  saved  nearly  a  million  dollars 
of  interest  for  their  client  by  rapid  construction.  They 
had  done  similar  things  in  other  cases  and  as  professional 
men,  they,  of  course,  didn't  like  that.  On  the  other  hand, 
their  entire  life  is  spent  in  spending  other  people’s  money 
so  that  when  those  other  people  run  short  of  money  their 
requirements  must  take  precedence  over  anything  else. 

[R.  p.  525]  Q.  Then,  from  the  standpoint  of  the  licensee, 
the  licensee's  representatives  in  these  conferences,  it  was 
unanimously  agreed  from  the  start,  from  June  1,  1931,  that 
a  revision  of  the  construction  program  would  be  necessary 
and  the  deliberations  simply  consisted  of  working  out  the 
details.  Is  that  a  correct  picture  of  the  situation?  A.  Xo, 
I  think  not.  I  shouldn't  say  that  there  was  complete  agree¬ 
ment  in  the  beginning.  If  there  had  been  complete  agree¬ 
ment  in  the  beginning  I  presume  something  as  definite  as 
the  December  letter  would  have  been  written  in  June  instead 
of  December.  The  disagreement,  at  first,  I  should  say,  like 
the  beginning  of  any  new  thought,  was  more  or  less  a  matter 
of  gradually  forming  opinions,  discussing  a  serious  matter. 
It  was  a  gradual  process. 

Q.  Was  there  a  definite  division  of  opinion  on  this  ques¬ 
tion  between  the  officers  of  the  licensee  during  that  six 
months'  period?  A.  I  do  not  recall  that  there  was.  Of 
course,,  like  any  big  decision  of  that  sort,  one  always  has  a 
lingering  hope  that  something  will  turn  up,  some  develop¬ 
ment  occur  that  will  make  an  unpleasant  duty  unnecessary. 
It  was  more  that  sort  of  thing  than  any  disagreement. 

Q.  There  wasn't  any  objector  who  finally  had  to  be 
convinced,  nothing  of  that  sort?  [R.  p.  526]  A.  Nothing  of 
that  sort,  as  I  recall  it,  at  all. 

Q.  }Ir.  Kellogg,  you  testified  on  page  212  of  the  tran¬ 
script  that  the  completion  of  this  project  would  add  approxi¬ 
mately  $800,000  a  year  fixed  charges  to  the  licensee,  did  you 
not?  A.  Yes. 

Q.  What  estimated  savings  or  benefit  to  the  licensee 
resulting  from  such  delay  was  anticipated  when  it  was  de- 
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cided  to  delay  construction?  A.  You  refer  to  savings  to 
offset  the  interest  charges? 

Q.  Savings  of  any  kind.  A.  The  savings  would  be  very 
slight.  The  load  had  fallen  off  to  such  an  extent  that  the 
only  saving  which  could  have  come  from  Hock  Island,  for 
example,  during  the  year  1933,  would  be  the  fuel  cost  of  such 
energy  as  might  have  had  to  be  manufactured  in  the  com¬ 
pany's  steam  stations  and  that,  of  course,  is  a  very  small 
amount  in  cash. 

Q.  Well,  what  savings  or  benefit  in  fact  resulted  there¬ 
from?  A.  I  would  have  to  check  that  up.  You  mean  during 
the  year  1933,  for  example? 

Q.  I  perhaps  could  explain  that  last  question  or,  the  last 
two  questions.  When  it  was  decided  to  delay  this  pro¬ 
gram  in  December,  1931,  and  that  decision  was  made,  what 
[R.  p.  527]  savings  were  then  estimated  to  result  to  the 
licensee  as  a  result  of  the  delay  in  the  construction  of  the 
project?  A.  The  licensee  would  save  in  interest  charges 
against  operation,  the  amount  which  would  be  charged  to 
construction  after  August  1,  1932.  It  would  save  it  only  as 
an  operating  charge,  hut  it  would  save  it  as  an  operating 
charge. 

Q.  Mr.  Kellogg,  this  project  was  designed  as  a  long- 
range  proposition,  was  it  not?  By  that  I  mean  that  the 
licensee  in  building  this  project  considered  its  probable 
needs  far  into  the  future?  A.  That  is  correct. 

Q.  When  the  project  was  originally  started  the  licensee 
did  not  anticipate  that  the  entire  capacity  of  this  project 
would  be  immediately  required  by  it  upon  completion,  did 
it?  A.  Definitely,  that  is,  the  entire  capacity  of  the  initial 
development.  That  curve  which  I  showed  on  my  original 
examination  indicated  that  clearly. 

Q.  Xo  part  of  this  project,  according  to  the  plans  de¬ 
vised  when  it  was  originally  started,  constituted  a  provision 
for  the  future?  A.  Xot  so  far  as  generating  capacity  was 
concerned.  Of  course,  the  complete  dam  had  to  be  built  in 
order  to  [R.  p.  528]  create  the  head,  but  the  power  house 
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was  designed  for  the  ultimate  use  of  ten  or  eleven  units, 
and  only  four  were  initially  installed,  but  it  was  expected 
that  the  capacity  of  those  four  machines  would  be  usefully 
employed  taking  care  of  the  power  requirements  of  the 
Puget  Sound  system  as  soon  as  the  plant  was  ready.  In 
fact,  when  construction  was  started  in  1930  we  were  then 
quite  insistent  on  the  highest  speed  possible  being  made, 
and  by  “we**  I  mean  the  licensee  was  the  one  who  was  most 
insistent  on  no  possible  fall  down  about  the  date  of  August 
1,  1932,  as  the  completion  date,  because  we  believed  in  the 
autumn  of  1932 — the  autumn  is  the  dry  time  when  hydro  is 
scareeion  the  west  side  of  the  Cascade  Mountains,  we  would 
need  the  capacity  of  the  Rock  Island  plant  for  the  Puget 
Sound  power  requirements. 

Q.  |In  view  of  your  wide  experience  with  such  projects, 

do  vou  consider  that  the  estimates  made  bv  the  licensee 

•  •> 

when  this  project  was  planned,  were  in  any  way  imprudent, 
or  perhaps  optimistic?  A.  Do  you  refer  to  the  engineer¬ 
ing  estimates  or  financial  estimates? 

Q.  Well,  both.  A.  Xo.  I  can't  say  I  do.  As  will  be 
recalled,  and  as  the  record  shows,  the  decision  to  build 
Rock  Island  was  arrived  at  onlv  after  the  most  exhaustive 
examination  of  all  [R.  p.  529]  other  possible  sources  of 
hydro  power  in  Western  Washington.  We  considered  the 
purchase  of  substantial  amounts  of  power  from  Washing¬ 
ton  Water  Power  Company:  we  considered  further  steam 
development,  we  considered  the  installation  of  further 
units  in  the  West  Coast  plants.  We  considered  the  devel¬ 
opment  of  additional  rivers  on  the  West  Coast,  and  the 
decision  to  go  to  Rock  Island — it  is  in  the  testimonv — was 
based  largely  on  the  diversity  between  the  two  watersheds. 
At  the  time  when — the  crucial  time  for  the  hydro-electric 
plants  on  the  West  Coast  is  usually  in  the  autumn.  A  dry 
fall  makes  the  streams  run  very  low.  They  are  short  and 
steep  and  run  off  very  quickly,  and  a  dry  fall  causes  sub¬ 
stantial  power  shortage  from  hydro  on  the  West  Coast. 
The  Commission  may  remember  that  in  the  autumn  of  1929 
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things  got  so  bad  in  the  Puget  Sound  area  that  the  U.  S.  S. 
Lexington  had  to  be  brought  around  to  the  docks  at  Tacoma 
and  delivered  about  40,000  kilowatts  electric  power  into  the 
systems  in  that  district.  The  Columbia  River  has  a  differ¬ 
ent  set  of  characteristics.  The  water  comes  from  the  Rocky 
Mountains,  a  large  part  north  of  the  Canadian  Border, 
where  the  Columbia  River  is  formed  into  two  very  long 
lakes,  spring  fed,  furnishing  substantial  storage,  so  there 
is  a  very  well  sustained  flow  throughout  the  year  in  the 
Columbia  River,  and  in  the  autumn  [R.  p.  530]  when  hydro 
is  lowest  on  the  West  Coast,  it  is  at  perfection  at  Rock 
Island  and  other  points  on  the  Columbia  River,  because  at 

that  time  the  June  floods  have  subsided  and  vet  there  is 

* 

the  sustained  flow  from  summer  rains  coming  out  of  the 

great  reservoir  system  in  the  headwaters  of  the  streams 

in  the  Rockv  Mountains.  I  don’t  know  of  anv  hvdro  devel- 
»  *  » 

opment — I  wouldn’t  say  that  ever  got  more  consideration, 
more  careful  consideration,  but  certainly  the  decision  to 
build  Rock  Island  was  arrived  at  after  about  as  much  care¬ 
ful  thought  of  all  other  possibilities  of  power  as  I  ever 
heard  of. 

Q.  In  reaching  that  decision  to  build  Rock  Island,  was 
the  primary  concern  the  need  for  the  power  at  the  time  of 
completion  of  the  project  or  the  need  for  the  power  over 
the  period  to  follow,  the  years  to  follow  the  completion  of 
the  project?  A.  I  should  say  the  primary  requirement  was 
the  actual  need  when  the  plant  was  finished,  because  that 
would  control  the  time  any  plant  is  built.  We  might  have 
reached  the  conclusion  in  1929  and  1930  that  the  develop¬ 
ment  of  Rock  Island  was  a  fine  thing  and  it  was  to  be  needed 
in  ten  years,  but  we  would  not  take  it  up  then.  But  we 
did  believe  the  capacity  of  the  first  four  units  would  be 
required  by  the  Puget  Sound  Company  by  the  late  summer 
and  early  fall  of  1932,  and  I  think  a  considera-  [R.  p.  531] 
tion  of  the  record  from  the  curves  I  have  shown  and  that 
dotted  line  in  that  curve  was  our  actual  estimate  at  that 
time,  not  an  ex  post  facto  estimate,  now,  and  I  believe  that 
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they  showed  that  any  prudent,  careful  manager  and  oper¬ 
ator  having  before  him  the  figures  which  we  had  before  us 
from  1021  to  1920  would  feel  confident  that  the  amount  of 


capacity i supplied  by  Rock  Island  would  be  needed  for  the 

svstem  in  the  late  summer  and  earlv  fall  of  1032. 

•  • 

Q.  As  an  expert  on  matters  of  public  utilities,  is  it  not 
true  that  a  chart  of  the  demand  for  electric  power  in  the 
United  States  will  show,  taking  power  in  10-year  inter¬ 
vals,  that  the  demand  increases  by  fairly  definite  propor¬ 
tions  of  ratio?  Is  that  correct?  A.  I  couldn't  sav  ves  to 

*  * 

that  general  question. 

Q.  Isn't  the  history  of  the  electric  industry  of  the 
United  States  that  a  demand  for  electric  energv  is  con¬ 


stantly  on  the  increase,  taking  your  periods,  say,  at  10-year 
intervals?  A.  Yes.  Perhaps  I  ought  to  state  the  matter 
a  little  bit  differentlv.  Going  back  to  the  verv  earliest  da  vs 
of  the  industry,  electric  utility  industry,  after  the  depres¬ 
sion  of  1903  there  was  an  unbroken  series  of  gains  in  elec¬ 
tric  output  up  to  the  time  of  the  panic  of  190S  and  1909, 
when  there  was  a  slight  flattening  off.  [R.  p.  532]  After 
that,  growth  continued  strong  and  rapid  through  the  war 
period  and  up  to  the  collapse  of  1921  when  there  was 
another  slight  hesitation  in  the  curve,  not  a  serious  drop 
but  a  distinct  change  in  the  rate  of  growth.  That  was  fol¬ 
lowed  by  the  great  boom  period  of  1922  to  1929  and  1930, 
during  which  tremendous  increases  in  load  were  made.  I 
computed  once  not  long  ago  that  in  the  six  years  ending 
in  1930.  six  or  seven,  but  not  over  seven  years  ending  in 


1930,  the  investment  in  the  electric  utility  systems  of  the 
country  i  doubled  in  that  brief  period,  starting  of  course 
already  at  a  very  high  level.  Since  the  great  depression, 
which  I  hope  we  are  now  emerging  from,  there  has  been  a 
distinct  (recession  of  power  requirements,  very  much  more 
serious  at  present  than  occurred  in  1903  or  1908  or  1921, 
larger  in  percentage,  longer  continued.  Taking  this  pres¬ 
ent  year,  1939,  there  is  a  net  gain  in  investment  and  in 
energy  output  over  1929  in  that  decade,  hut  the  gain  in  that 
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decade  is  trifling  compared  with  what  it  was  in  the  decade 
ending  1929.  i  am  sorry  to  answer  that  at  such  great  length, 
but  1  don't  think  it  could  be  simplified  the  way  you  put  it. 

Q.  Approximately  how  much  of  the  capacity  of  this 
[R.  p.  533]  project  is  being  used  at  the  present  timet  A.  It 
is  all  being  used  at  the  present  time  in  various  ways.  Dur¬ 
ing  the  summer,  the  late  summer  after  the  floods  of  the 
vear,  we  run  Hock  Island  very  heavilv.  AVe  have  had  weeks 
when  slightly  over  12,000,000  kilowatt  hours  have  been  pro¬ 
duced  in  seven  davs. 

* 

Air.  Tucker:  From  Rock  Island? 

The  AA'itness:  From  Rock  Island  alone.  And  if  you 

divide  that  bv  the  number  of  hours  in  the  week  vou  will  find 
•  * 

it  figures  out  an  enormously  high  load  factor  and  shows  a 
continuous  capacity  every  minute  for  the  week  substan¬ 
tially  higher  than  the  rated  capacity  of  the  generators. 

During  dry  periods  in  the  autumn  Rock  Island  capacity 
is  used  for  peak  load  purposes. 

Air.  Tucker:  You  mean  dry  periods  at  Rock  Island? 

The  AYitness:  I  mean  dry  periods  on  the  West  Coast.  Rock 
Island  furnishes  substantial  peak  capacity  to  the  system 
and  during  other  hours  of  the  day  it  saves  a  substantial 
amount  of  fuel  being  bought  in  the  steam  stations.  I  should 
say  as  an  operating  plant  that  Rock  Island  was  a  very  suc¬ 
cessful  one. 

[R.  p.  534]  Q.  Approximately  how  much  of  this  total  proj¬ 
ect  was  used  when  the  project  was  first  completed?  A.  You 
mean  February  1,  1933? 

Q.  When  it  was  first  put  into  commercial  operation.  A. 
I  would  have  to  look  that  up  to  find  out  exactly. 

Air.  Tucker:  Aiay  I  suggest  that  we  have  here  the  man 
who  operates  that  station?  I  should  think  that  these  operat¬ 
ing  questions  should  more  properly  be  addressed  to  him 
than  to  the  one  whose  office  is  3,000  miles  away. 

The  AA'itness :  I  will  add  parenthetically,  if  I  may — 
because  I  am  not  trying  to  hold  back  on  anyone — that  at 
the  end  of  January.  1933.  when  the  Rock  Island  plant  was 
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taken  over  into  tlie  Puget  Sound  system  the  completed 
proposition,  even  though  it  was  not  then  in  exact  commer¬ 
cial  operation,  that  business  conditions  were  then  worse 
than  they  were  when  the  decision  to  postpone  was  made,  and 
even  worse  then  than  thev  were  August  1.  1932.  Tn  fact, 
my  recollection  is  that  the  year  1933  was  the  poorest  in  our 

historv.  It  was  either  1933  or  1934. 

♦ 

P>y  Mr.  Tucker: 

Q.  You  represent  so  many  interests,  Mr.  Kellogg,  what 
do  vou  mean  bv  “our  historv”?  A.  I  am  talking  about  the 
licensee.  I  am  speaking  as  an  officer  of  the  licensee. 

By  Examiner  Marsh: 

Q.  The  poorest  in  the  history  of  the  licensee ?  [B.  p.  535] 
A.  Yes. 

By  Mr.  Shannon: 

Q.  By  delaying  the  construction  period,  Mr.  Kellogg, 
is  it  not  true  that  thereby  the  licensee  avoided  charges  for 
operation,  depreciation,  interest?  A.  That  is  correct. 

Q.  Do  you  know  the  amounts  of  those  charges,  approxi¬ 
mately?  A.  Xo,  sir.  There  again,  we  have  one  of  our  ac¬ 
counting  men  here  who  can  give  that  tigure  exactly. 

#  #  #  *  # 

[R.  p.  800]  Suspensions  114,  115,  117,  118 

and  206. 

Bv  Mr.  Goetz: 

Q.  Mr.  Safehlade,  will  you  please  describe  Suspension 
[R.  p.  801]  Xo.  114?  A.  Suspension  Xo.  114  is  described 
on  page  65  of  my  preliminary  accounting  report.  It  covers 
the  annual  charges  paid  to  the  Federal  Power  Commission 
for  the  pre-operation  period  of  the  project.  The  charge  is 
based  on  82.000  horsepower  at  2  cents  per  horsepower.  I 
suspended  this  item  pending  a  determination  by  the  Commis- 
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Aon  of  tlic  date  when  interest,  taxes  and  related  charges 
should  stop.  I  can  recommend  that  of  this  amount  of 
$4,830.14,  $3,190.14  be  allowed  at  this  time,  and  that  the 
amount  of  $1,640  covering  the  charges  for  the  year  1932 — 
that  this  item  be  held  in  suspense  pending  the  Commission^ 
determination  of  the  date  when  interest,  taxes  and  related 
charges  should  stop,  but  based  on  the  evidence  which  has 
been  given  in  this  hearing  1  believe  I  can  safelv  allow  the 
charges  to  and  including  the  vear  1931  at  this  time. 

Q.  Will  you  now  take  up  Suspension  Xo.  115,  Mr.  Safe- 
blade.’  A.  .Suspension  Xo.  115  in  the  amount  of  $1,922.49 
i>  described  on  page  65  of  my  preliminary  accounting  report. 
I  will  quote  from  the  report:  “State  License  Fees  for  the 
years  1931  and  1932  were  paid  by  the  licensee  during  the 
post-license  period.  The  fee  for  1931  was  at  one-half  of  the 
full  rates  as  the  project  was  considered  in  the  construction 
[R.  p.  802]  stage.  The  project  was  considered  20  per  cent 
developed  for  the  year  1932  and,  accordingly.  20  per  cent  of 
the  fee  was  charged  at  full  rates  and  the  balance  at  one-half 


of  the  full  rates.  “  This  item  was  suspended  for  the  same 
reason  that  the  Federal  Power  Commission  pre-operation 
charges  were  suspended,  namely,  that  it  is  to  some  extent 
dependent  upon  the  date  which  the  Federal  Power  Commis¬ 
sion  will  fix  as  that  on  which  interest,  taxes  and  related 
items  should  stop.  According  to  the  testimony  given  in  this 
hearing,  there  appears  to  be  no  question  as  to  the  year  1931 
being  within  the  construction  period  and  I,  therefore,  can 
recommend  at  this  time  that  the  amount  of  $S00.22  paid 
for  the  year  1931  for  license  fees  to  the  State  of  Washing¬ 
ton,  be  allowed,  and  that  the  amount  of  $1,122.27  for  license 
fees  for  the  year  1932  be  held  in  suspense  pending  the  Com¬ 
mission's  determination  of  the  date  upon  which  these 
charges  should  stop,  as  affecting  cost  of  construction  of 
the  project. 

Q.  The  next  suspension  to  be  considered  is  Suspension 
117.  Mr.  Safeblade,  will  you  please  describe  that  suspen¬ 
sion.'  A.  I  described  this  suspension  on  pages  65,  66  and 
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67  of  my  preliminary  accounting  report.  In  fact,  that  de¬ 
scription'  also  covers  the  credit  for  power  produced  by  the 
project  which  should  be  considered  along  with  the  cost  of 
generating  this  power.  [R.  p.  803]  As  to  the  cost  of  operat¬ 
ing  the  project  during  the  claimed  construction  period  and 
which  amounted  to  $35.422.S2, 1  do  not  wish  to  make  a  recom¬ 
mendation  as  this  is  another  item  which  is  dependent  upon 
the  date  that  the  Commission  may  fix  for  termination  of 
interest,  taxes  and  related  charges.  I  will  state,  however, 
that  I  checked  these  costs  Totalling  $35,422.82  and  conse¬ 
quently,  whatever  portion  thereof  may  be  allowed  by  the 
Commission  can  be  said  to  have  been  thoroughly  audited 

bv  me. 

* 

Q.  The  next  suspension  is  11S.  Will  you  describe  this 
suspension.  Mr.  Safehlade  ?  A.  This  suspension  is  described 
on  page' 67  of  my  preliminary  accounting  report  and  covers 
taxes  on  land,  construction  equipment  and  project  construc¬ 
tion  during  the  claimed  construction  period.  This  is  an¬ 
other  item  which  is  dependent  upon  the  Commission’s 
determination  of  the  date  upon  which  interest,  taxes  and 
related  charges  should  stop.  As  that  determination  is 
dependent  upon  the  outcome  of  this  case  I,  of  course,  can 
not  make  a  recommendation  as  to  how  much  of  the  items 

should  be  allowed.  I  wish  to  call  attention  to  mv  testimony 

•  • 

with  respect  to  the  cost  of  operating  orchards,  the  claimed 
cost  of  which  included  an  amount  of  $7,246.55  for  taxes.  In 
my  testimony  I  pointed  out  that  the  Commission  system 
[R.  p.  804]  of  accounts  apparently  provided  for  the  inclu¬ 
sion  of  all  taxes  paid  during  the  construction  period  in  the 
Taxes  account.  In  view  of  this  there  appears  to  be  a  prob¬ 
ability  that  the  amount  of  $7,246.55  should  be  added  to  the 
item  represented  by  Suspension  Xo.  11S  in  the  amount  of 
$83,885.77,  and  to  be  considered  along  with  same  in  connec¬ 
tion  with  an  allowance  based  upon  such  construction  period 
as  may  be  allowed  by  the  Commission  for  this  purpose. 

Q.  The  next  suspension  is  Xo.  206.  Will  you  please 
describe  this  suspension,  Mr.  Safeblade?  A.  I  will  quote 


(Arthur  Logan ,  Com.,  Direct,  Cont’d.) 


from  page  114  of  my  preliminary  accounting  report :  1  ‘  This 
is  the  licensee’s  payment  to  the  Commission  for  the  use 
of  right-of-way  over  19  miles  of  government-owned  land  at 
$5  per  mile  for  the  year  1932.  It  is  suspended  for  the  reason 
that  it  is  one  of  the  items  of  which  the  proportion  charge¬ 
able  to  the  project  cost  is  dependent  upon  such  construction 
period  as  may  be  approved  by  the  Commission.”  That  ex¬ 
planation  still  holds  good.  I  have  no  recommendation  as 
to  how  much  of  this  amount  should  be  allowed  at  this  time. 

Mr.  Tucker:  I  confess  that  I  am  not  enough  of  an  ac¬ 
countant  to  have  been  able  to  follow  all  of  the  testimony 
elearlv  and  I  would  like  to  advise  with  mv  accounting  ex- 
perts  before  1  cross  examine  the  witness,  so  I  would  like  to 
postpone  it  at  this  time. 

The  Examiner:  That  will  be  satisfactory. 

(Witness  excused.) 

,  #  w  m  * 

[R.  p.  805]  Mr.  Goetz:  I  would  like  now,  Mr.  Examiner, 
to  take  [R.  p.  806]  up  Suspensions  114, 115, 117,  and  206. 

Suspensions  Xos.  114, 115, 117  and  206. 

By  Mr.  Goetz : 

Q.  Suspension  114  covers  Federal  Power  Commission 
pre-operation  charges  during  claimed  construction  period 
in  the  amount  of  $4,830.14.  Have  you  heard  the  testimony 
given  at  this  hearing  with  respect  to  Suspension  114?  A. 
Yes,  sir. 

Q.  Mr.  Logan,  have  you  anything  further  to  add  to  Mr. 
Safeblade’s  testimony  with  respect  to  that  suspension?  A. 
This  suspension,  as  Mr.  Safeblade  stated,  was  made  for  the 
reason  that  the  allowable  portion  thereof  is  dependent  upon 
such  construction  period  as  may  be  approved  by  the  Com¬ 
mission.  for  the  purpose  of  figuring  interest  and  similar 
charges  applicable  to  fixed  capital.  The  charge  is  consid¬ 
ered  a  proper  project  charge  except  to  the  extent  of  that 
part  applicable  to  the  period,  if  any,  subsequent  to  the  date 
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approved  by  the  Commission  as  the  end  of  the  construction 
period. 

Q.  I  now  refer  you,  Mr.  Logan,  to  Suspension  115,  State 
of  Washington  license  fees  in  the  amount  of  $1,122.49,  and 
ask  vou  if  vou  heard  the  testimonv  offered  at  this  hearing 
with  regard  to  that  suspension ?  A.  This  suspension,  as 
stated  by  Mr.  Safeblade,  [R.  p.  807]  was  made  for  the  rea¬ 
son  that  the  allowable  portion  thereof  is  dependent  upon 
such  construction  period  as  may  be  approved  by  the  Com¬ 
mission  for  the  purpose  of  figuring  interest  and  similar 
charges lapplicable  to  tixed  capital.  The  charge  is  considered 
reasonable  and  a  proper  project  charge  except  to  the  extent 
of  that  part  applicable  to  the  period,  if  any.  subsequent  to 
the  date  approved  by  the  Commission  as  the  end  of  the  con¬ 
struction  period. 

Q.  I  now  refer  you,  Mr.  Logan,  to  Suspension  117.  cost 
of  operating  project  in  the  amount  of  $35,422.82.  and  ask 
vou  if  vou  have  heard  the  testimonv  offered  at  this  hearing 
with  regard  to  that  suspension  ?  A.  I  have. 

Q.  What  is  your  recommendation  with  respect  to  $u>- 
pension  117?  A.  This  item  is  in  the  category  of  charges 
depending  upon  such  construction  period  as  may  be  allowed 
by  the  Commission.  With  the  exception  of  Boston  Office 
overhead  charges  which  are  to  be  taken  up  later  in  this  hear¬ 
ing,  the  charge  is  considered  reasonable  and  a  proper  proj¬ 
ect  charge  except  to  the  extent  of  that  part  applicable  to 
the  period,  if  any.  subsequent  to  the  date  approved  by  the 
Commission  as  the  end  of  the  construction  period. 

Q.  I  now  refer  you,  Mr.  Logan,  to  Suspension  206, 
[R.  p.  808]  F  ederal  Power  Commission  annual  charges  for 
the  year  1932  on  transmission  line  in  the  amount  of  $95,  and 
ask  you  if  you  have  heard  the  testimony  offered  at  this 
hearing  with  regard  to  that  suspension?  A.  T  have. 

Q.  What  comments  do  you  have  to  make  with  respect  to 
that  suspension?  A.  The  same  comments  as  I  made  in  con¬ 
nection  with  Suspension  Xo.  114. 

Mr.  Goetz:  You  may  cross  examine. 

•  *  •  *  * 


(C.  W.  Kellogg,  Licensee,  Cross,  ConVd.) 


[R.  p.  809]  Interest  Charges,  Suspensions 

4,  119,  and  207. 

Cross  Examination  by  Mr.  Goetz: 

Q.  Mr.  Kellogg,  in  your  testimony  appearing  on  pag<^ 
208  of  the  record  in  this  case,  you  stated:  “The  [R.  p.  810] 
licensee  was  left  with  $3,227,000  of  bank  loans,  contracted 
to  complete  Rock  Island,  which  it  was  not  then  able  and 
has  not  since  been  able  to  fund  from  the  sale  of  securities.* 
This  note  money  does  not  appear  to  be  included  in  youi[ 
statements  of  cost  of  monev  designated  as  licensee* 
Exhibits  Q  and  R.  If  same  is  not  included  thereon,  please 
state  the  reason  therefor.  A.  The  reason  for  that  is,  as 
stated  on  my  original  examination,  namely,  that  the  bank 
loans  to  which  my  previous  statement  referred  and  to  which 
your  question  refers,  represent  temporary  financing  and, 
in  my  opinion,  until  expenditures  are  permanently  financed 
it  is  not  known  what  the  money  really  costs  the  company 
raising  the  capital.  AVhat  I  have  shown  in  the  exhibits  |T 
have  filed  on  the  cost  of  money  is,  what  permanent  finanein 
costs,  all  of  the  permanent  financing  of  the  company  cos 
during  the  periods  respectively  of  1928  to  1932.  both  inch] 
sive,  and  1930  to  1932,  both  inclusive.  In  other  words,  until 
a  bank  loan  is  permanently  financed  I  do  not  think  the 
licensee  knows  what  the  cost  of  that  money  will  be. 

Q.  AVas  the  whole  $3,227,000  used  for  the  project?  A. 
Not  all  of  it,  no,  because  as  has  also  been  testified,  all  of 
the  company's  cash  funds  were  kept  in  one  [R.  p.  811] 
body,  and  were  available  for  all  corporate  purposes,  but  in 
view  of  the  low  condition  of  business  at  the  time,  I  should 
say  that  certainly  the  major  part  of  the  bank  loan,  and 
probably  all  of  it.  was  primarly  due  to  Rock  Island,  but  ft 
was  not  earmarked  and  every  dollar  of  it  would  not  nece 
sarily  have  represented  Rock  Island  construction. 

Q.  For  the  information  of  the  Commission,  can  you  sub¬ 
ply  a  list  of  the  bank  notes  and  other  notes  payable  of  the 
licensee  for  short  term  loans  made  during  the  period  of 
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construction  of  the  project?  A.  Those  are  set  forth  on  Ex¬ 
hibit  S.  which  I  presented  with  my  original  testimony,  which 
gives  the  dates,  amounts,  and  interest  rates  on  all  notes 
payable  negotiated  during  the  three  years,  1930  to  1932, 
both  inclusive. 

*  *  O  #  # 

[R.  p.  1008]  C.  IV.  KELLOGG 

a  witness  for  and  on  behalf  of  the  Licensee,  having  been 
previously  sworn,  was  recalled  to  the  stand  and  testified 
further  as  follows: 


Cross  Examination  by  Mr.  Shannon: 

Q.  Mr.  Kellogg,  you  have  heard  the  remarks  just  made 

bv  Mr.  Tucker  and  mvself  and  vou  have  some  information 
*  «  • 

there  which  would  be  appropriate  in  this  connection?  A. 
T  have.  I  think. 

Q.  "Will  you  explain  briefly  what  it  is?  [R.  p.  1009]  A. 
I  have  before  me  figures  taken  from  the  company's  records 
as  to  the  peak  loads  of  Puget  Sound  Power  &  Light  Com¬ 
pany  system  by  years,  1933.  1934.  1935,  1936  and  1937,  and 
in  the  vear  1933  which  I  think  vou  just  asked  Mr.  Newborn* 
about,  the  peakload  on  the  system  of  180.000  kilowatts.  At 
that  time  the  total  generating  capacity  of  the  system,  ex¬ 
clusive  of  Rock  Island,  was  274.000  kilowatts.  If  we  deduct 
from  the  figure  which  I  did  deduct  in  my  power  cost  study, 
as  to  steam  relay  required,  we  get  approximately — this  is 
approximate — 225,000  kilowatts  of  usable  capacity,  so  that 
we  were  about  45,000  kilowatts  over  in  capacity  what  we 
needed  at  that  time. 

Mr.  Tucker:  With  or  without  Rock  Island. 

The  Witness:  Without  R<>ck  Island. 

Mr.  Tucker:  I  thought  that  is  what  you  testified  to. 
Examiner  Marsh:  That  was  your  statement? 

The  Witness:  That  is  correct. 

Mr.  Tucker:  Do  you  think  that  is  what  you  want  in  the 
record  ? 
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Mr.  Shannon:  Yes. 

Mr.  Tucker:  Continue  with  what  you  have. 

The  Witness:  The  peak  loads  for  succeedin'?  years,  this  is 
the  top  peak  of  t lie  year,  were  as  follows: — I  am  referring 
to  a  chart  so  this  will  have  to  be  the  nearest  [R.  p.  1010] 
thousand  kilowatts — In  1934  the  peak  was  193.000  kilo¬ 
watts:  in  193o  it  was  206,000:  in  1936  it  was  220,000:  in 
1937  it  was  233,000  kilowatts:  in  1938  at  the  time  this  chart 
was  prepared,  it  was  just  before  the  end  of  the  year  so  we 
didn't  know  what  the  peak  was,  but  1938  was  a  poorer  year 
in  the  Puget  Sound  area  than  1937,  s;»  my  impression  is 
that  the  peak  in  1938  was  no  larger  than  in  1937.  or  slightly 
smaller. 

Q.  Does  that  peak  load  include  the  Licensee  supplying 
power  to  any  purchasers  of  power,  if  any,  under  contracts 
between  the  Licensee  and  such  purchasers ? 

Mr.  Tucker:  Do  you  mean  power  that  we  purchased? 

Mr.  Shannon:  Sold. 

The  Witness:  I  know  what  you  mean. 

Mr.  Tucker:  All  right. 

The  Witness:  I  think  not.  The  company  had  more  or 
less  informal  interchange  arrangements  throughout  this 
period  with  the  Washington  Water  Power  Company  on  ac¬ 
count  of  the  transmission  line  between  their  Chelan  plant 
and  Wenatchee,  being  still  in  being,  and  power  was  trans¬ 
ferred  back  and  forth,  but  I  would  not,  knowing  what  I  do 
about  the  operations  of  the  company,  believe  that  such 
transfers  were  made  at  a  time  and  in  a  way  to  increase  the 
peak  on  the  [R.  p.  1011]  Puget  Sound  system.  In  1937  we 
made  very  substantial  special  sales — the  Puget  Sound  Com¬ 
pany  made  very  substantial  special  sales  to  the  Washington 
Water  Power  Company  for  relaying  power  over  to  Montana 
to  make  up  for  water  shortage  in  that  part  of  the  country 
in  an  adjacent  system,  namely  the  Montana  Power  Com¬ 
pany,  which  was  connected  with  Washington  Water  Power 
Company.  That  was  a  special  arrangement  by  which  some 
of  the  older  steam  plants  of  the  Puget  Sound  Company  were. 
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fired  up  and  used  to  supply  .special  energy  on  a  relay  basis, 
but  there  again  I  am  not  under  the  impression  it  had  any 
effect  on  the  actual  peak  load  of  the  company.  The  shortage 
was  in  energy  rather  than  in  capacity  over  there:  in  kilo¬ 
watt  hours  rather  than  in  kilowatts. 


By  Mr.  Shannon: 

Q.  1  want  to  ask  one  further  question  which  may  per¬ 
haps  not  be  clear,  and  counsel  may  decide  to  object  to  it. 
I  would  like  for  you  to  state  your  opinion,  based  upon  the 
facts  spelt  as  you  know  them,  as  to  the  approximate  date 
when  the  Hock  Island  project  from  an  operating  standpoint 
to  the  Licensee,  commenced  to  justify  itself  as  an  expendi¬ 
ture. 

Mr. Tucker:  The  witness  may  answer  that  if  he  can. 

The,  Witness:  I  could  oniv  answer  it  bv  a  general  state- 
ment  for  this  reason - 

[R.  p.  1012]  Mr.  Tucker:  If  he  wants  to  make  an  explana¬ 
tion  you  had  better  get  it. 


By  Mr.  Shannon : 

Q.  Well,  before  the  Licensee  embarked  upon  this  con¬ 
struction  at  Rock  Island,  it  carefully  thought  out  the  vari¬ 
ous  factors  involved.  Then,  unforeseen  events  occurred  and 

I  think  a  fair  inference  from  vour  testimonv  so  far  would 

•  * 

be  to  the  effect  that  at  the  time  it  was  completed  it  was  not 
justified  from  an  operating  standpoint  as  far  as  an  invest¬ 
ment  of  the  Licensee  is  concerned.  Now,  looking  at  the  facts 
as  they  have  developed  since  that  date,  I  would  like  for  you 
to  give  your  opinion  as  an  expert  on  the  subject,  as  to  when 
approximately  the  Rock  Island  Project  began  to  pay  its  way. 

Mr.  Tucker:  Could  I  make  this  suggestion  on  that?  I 
haven ?t,any  objection  to  getting  it  in  the  record,  I  think  it  is 
very  appropriate  probably,  but  to  take  an  expert,  unless  you 
are  plainly  testing  him  out  and  putting  to  him  a  question 
that  really  requires  careful  study  of  the  magnitude  of  the 


251 


(C.  W.  Kellogg ,  Licensee ,  Cross ,  Coni' d.) 

various  factors,  as  it  seems  to  me  that  question  does,  to  get 
his  reply  now  would  be  what  I  would  call  and  what  is  com¬ 
monly  known  as  a  horseback  opinion. 

Mr.  Shannon :  I  think  that  is  obvious. 

Mr.  Tucker:  All  right.  But  wouldn't  von  rather  have 
him  as  an  expert  go  into  the  facts,  tell  you  what  he  finds 
[R.  p.  1013]  to  be  the  facts  and  what  his  opinion  is  bearing 
on  that  particular  problem?  I  am  not  trying  to  protect  the 
witness:  I  think  the  witness  can  take  care  of  himself.  I  don 't 
want  to  be  misunderstood,  but  it  seems  if  you  want  to  get 
something  for  the  record  that  will  mean  something  to  the 
fellow  who  is  going  to  decide  this  ease,  the  considered  .judg¬ 
ment  of  an  expert  would  be  much  better  than  a  horseback 
opinion. 


Bv  Mr.  Shannon. 

Q.  Mr.  Kellogg,  if  you  were  given  time  to  consider  that 
question,  would  you  be  in  a  better  position  to  answer  it  l 
A.  No,  I  can  answer  it  right  now. 

Mr.  Tucker:  Well,  then  I  withdraw  all  mv  language. 

The  Witness :  I  appreciate  the  coverage  but  I  can  answer 
it  right  now  from  this  curve.  As  I  stated  on  mv  original 

•w1  • 

examination,  when  Rock  Island  was  projected,  and  I  am 
reading  from  the  same  sort  of  curve  that  was  filed  as  an  c*x- 
hibit  with  mv  original  testimony,  we  estimated  that  the 
peak  load  on  the  Puget  Sound  system  in  1933  would  be 
265,000  kilowatts.  It  has  never  reached  that  point.  In  that 
particular  year,  as  I  testified  a  few  moments  ago,  it  was 
1S0.000  kilowatts  and  the  highest  it  has  ever  been  since  then 
is  in  the  vicinity  of  233,000  kilowatts.  [R.  p.  1014]  Now, 
to  answer  another  phase  of  your  question,  my  answer  to  the 
first  part  is  that  the  peak  load  requirements  of  the  Puget 
Sound  system  have  never  yet  reached  the  point  we  esti¬ 
mated  when  we  started  Rock  Island,  they  would  reach  in 
the  year  1933.  With  regard  to  the  second  question,  and  T 
think  this  explains  why  some  of  Mr.  Newberry's  statements 
might  be  misleading — thev  were  accurate  but  might  be  mis- 

c?  c*  w  c 


(C.  TF.  Kellogg ,  Licensee ,  Cross ,  ConVd.) 


leading — is  this :  In  the  every  beginning  when  Rock  Island 
was  not  needed  for  capacity  purposes,  there  might  be  times 
when  it  would  be  a  more  convenient  station  to  run  for  vari¬ 
ous  operating  purposes.  For  example,  after  a  long  dry 
period  on  the  West  Coast  when  it  has  been  necessary  to  draw 
reservoirs  down  to  some  extent  there,  it  would  be  very 
natural  to  run  Rock  Island  night  and  day,  twenty-four 
hours  a  day  to  the  maximum,  while  flow  conditions  in  the 
Columbia  River  were  satisfactory,  in  order  to  help  build  up 
reservoirs  on  the  West  Coast.  There  would  be  other  times 
when  the  use  of  Rock  Island  might  save  a  certain  amount 
of  use  of  steam  stations  which  would  thereby  save  the  actual 
cost  of  fuel  for  running  those  steam  stations  when  they 
might  run,  so  that  any  statement  as  to  whether  in  a  given 
year,  for  example  1933,  [R.  p.  1015]  Rock  Island  did  run  in 
that  year  for  full  capacity,  would  not  prove  whether  Rock 
Island  was  needed  for  full  capacity,  or  even  for  any  ca¬ 
pacity.  I  wanted  to  make  that  point  clear.  Xow,  the  third 
question  implied  how  Rock  Island  is  working  out.  Well,  we 
have  gradually  now,  after  a  lapse  of  six  years,  reached  the 
point  we  felt  we  might  be  at  six  years  before,  so  I  think  it  is 
fair  to  say  that  today  Rock  Island  is  a  useful  part  of  the 
power  supply  of  the  Puget  Sound  system,  practically  in  its 
entirety,  but  it  has  taken  six  years  and  a  little  more  than  six 
years  qfter  completion  of  the  plant  to  have  reached  that 
point  of  near  parity  with  where  we  thought  we  were  going 
to  be  when  the  plant  was  done,  physically. 

#  *  •  #  # 

[R.  p.  1018]  By  Mr.  Goetz : 

Q.  Mr.  Newberry,  what  pressure  is  now  used  on  the  oil 
pumps  which  operate  the  wicket  gates?  A.  We  are  using 
a  maximum  of  240  pounds. 

Q.  And  that  has  always  been  used  since  the  date  you 
first  found  it  necessary?  A.  Ever  since  we  had  the  pumps 
broken  into  a  condition  to  furnish  that  pressure,  we  have 
been  using  it  without  any  change. 
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253 


( C.  B.  Taylor,  Licensee,  Direct .) 

[R.  p.  1168]  C.  B.  TAYLOR 

a  witness  for  and  on  behalf  of  the  Licensee,  having  been 
duly  sworn,  was  thereupon  examined  and  testified  as  fol¬ 
lows  : 

Direct  Examination  by  Mr.  Breckinridge: 

[R.  p.  1169]  Stone  &  Webster  Engineering 

Corporation  Charges 

Q.  Will  you  please  state  your  name  and  place  of  busi¬ 
ness?  A.  C.  B.  Taylor,  90  Broad  Street,  New  York  City. 

Q.  You  are  a  public  accountant,  are  you  not,  Mr.  Taylor? 
A.  Yes,  sir. 

Q.  Will  you  please  state  in  a  general  way  your  experi¬ 
ence?  A.  I  entered  the  employ  of  Lybrand,  Ross  Bros.  & 
Montgomery  in  November,  1917  as  a  member  of  its  staff  and 
became  a  member  of  the  firm  in  October,  1929  and  have  been 
in  active  practice  as  a  member  of  the  firm  since  that  time. 
I  am  a  member  of  the  American  Institute  of  Accountants 
and  of  the  State  Societies  of  Certified  Public  Accountants  in 
New  York  and  Michigan. 

Q.  Mr.  Taylor,  was  your  firm  requested  by  Puget  Sound 
Power  &  Light  Company  to  determine  the  actual  cost  to 
Stone  &  Webster,  Inc.  Engineering  Division  and  Stone  & 
Webster  Engineering  Corporation  of  the  services  rendered 
by  them  and  covered  by  Suspension  Nos.  5, 121, 122  and  209? 
A.  We  have. 

Q.  Has  your  firm  made  such  study?  A.  We  have. 

Q.  Have  you  prepared  a  report  upon  such  cost?  [R.  p. 
1170]  A.  We  have. 

Q.  Will  you  please  produce  it? 

Mr.  Breckinridge :  I  ask  at  this  time  that  this  report  be 
marked  for  identification  as  Exhibit  BB. 

The  Examiner :  Very  well. 

(The  document  referred  to  was  thereupon  accordingly 
marked  for  identification  as  Licensee’s  Exhibit  BB.) 
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By  Mr.  Breckinridge : 

Q.  Please  explain  the  scope  of  the  examination  which 
preceded  the  preparation  of  this  report?  A.  We  have  been 
the  auditors  of  Stone  &  Webster,  Inc.  and  various  of  its 
subsidiaries  since  July  1,  1931  and  in  the  course  of  our 
annual  examinations  of  the  accounts  of  those  companies  we 
examined  the  accounts  of  Stone  &  Webster  Engineering 
Corporation  annually.  When  we  w’ere  asked  to  determine 
the  cost  of  the  services  covered  by  charges  which  are  the 
subject  of  the  suspension  items  in  question,  we  made  an 
examination  of  the  accounts  of  Stone  &  Webster,  Inc.  Engi¬ 
neering  Division  for  the  six  months  ended  June  30,  1928 
and  of  the  Stone  &  Webster  Engineering  Corporation  from 
July  1,  1928  to  May  31,  1933.  In  addition  to  making  such 
tests  of  the  records  as  to  satisfy  ourselves  concerning  their 
integrity,  we  reviewed  [R.  p.  1171]  the  methods  followed  in 
determining  the  costs  shown  in  the  accounts  of  the  services 
rendered  to  their  clients. 

Q.  Will  you  briefly  describe  the  manner  in  which  the 
costs  shown  in  this  Report  were  determined?  A.  The  rec¬ 
ords  of  Stone  &  Webster,  Inc.  Engineering  Division  and 
Stone  &  Webster  Engineering  Corporation  were  kept  on  a 
basis  which  permitted  of  determining  the  direct  payroll 
cost  chargeable  to  the  engagements  handled  by  them  for 
their  various  clients.  From  the  reports  so  kept  by  the  Engi¬ 
neering  Company  (I  am  using  the  term  “Engineering  Com¬ 
pany”  to  refer  both  to  the  Stone  &  Webster,  Inc.  Engineer¬ 
ing  Division  and  the  Stone  &  Webster  Engineering  Corpora¬ 
tion  which  succeeded  it),  we  ascertained  both  the  amounts 
applicable  to  the  services  rendered  under  the  suspension 
items  already  referred  to  and  the  aggregate  of  the  similar 
payrolls  chargeable  to  all  clients.  Further  we  ascertained 
the  various  items  entering  into  the  overhead  cost  of  the 
services  rendered  to  all  clients  of  the  Engineering  Company, 
and  on  the  basis  of  this  data  made  an  allocation  to  the  ser¬ 
vices  rendered  the  Licensee  in  respect  of  the  several  sus¬ 
pension  items  of  the  applicable  portion  of  the  aggregate 


255 


(C.  B.  Taylor,  Licensee,  Direct,  Cont’d.) 

overhead  to  which  I  have  already  referred.  Such  allocation 
was  made  on  the  basis  of  the  proportion  [R.  p.  1172]  which 
the  direct  payroll  cost  charged  to  each  job  order  was  of  the 
aggregate  direct  payroll  cost  charged  to  all  job  orders.  I 
should  also  explain  that  in  determining  the  overhead  we 
excluded  certain  items  which  are  listed  on  page  12  of  our 
Report,  which  items  in  our  opinion  should  not  be  included 
in  making  a  fair  allocation  of  the  overhead.  The  major  item 
of  this  character  was  the  provision  entered  upon  on  the 
Engineering  Company’s  books  from  year  to  year  for  Fed¬ 
eral  Income  Taxes.  Other  exclusions  were  the  inter-com¬ 
pany  profit  included  in  rental  charged  for  the  Boston  offices 
leased  from  an  affiliate  and  certain  other  items  which  are 
shown  in  detail  on  said  page  12  of  our  Report. 

Q.  Will  you  proceed,  please,  with  a  description  of  the 
contents  of  your  Report  marked  for  Identification  as  Ex¬ 
hibit  BB  ?  A.  The  first  four  pages  contain  descriptive  mat¬ 
ter  relating  to  the  various  determinations  and  on  page  4  our 
conclusions  are  set  forth.  Beginning  at  page  5  and  continu¬ 
ing  through  page  11  is  a  series  of  schedules  which  are  de¬ 
signed  to  show  in  considerable  detail  how  the  costs  for  the 
various  job  orders  have  been  arrived  at  and  how  the  alloca¬ 
tion  of  overhead  to  which  I  have  already  referred  has  been 
made.  On  page  5  will  be  found  a  statement  of  the  salaries 
[R.  p.  1173]  and  other  expenses  to  be  apportioned  to  costs 
of  consulting  engineering  and  construction  services  during 

the  vears  1928  to  1932  inclusive.  For  each  of  those  vears 
*  •/ 

there  is  first  shown  the  total  Boston  office  payroll,  including 
both  salaries  and  any  additional  compensation  paid;  there 
is  deducted  therefrom  the  aggregate  of  the  amounts  which 
were  charged  directly  to  job  orders  or  to  other  specific  ac¬ 
counts;  the  balance  of  the  total  Boston  office  payroll,  which 
represents  the  salaries  and  additional  compensation  of  ex¬ 
ecutives  and  employees  of  treasury,  accounting,  auditing, 
purchasing,  construction  and  engineering  and  other  depart¬ 
ments  which  were  not  charged  directly  to  job  orders  or 
other  specific  accounts,  forms  the  first  item  in  the  compila- 
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tion  of  overhead  costs,  and  then  follows  each  other  kind  of 
overhead  cost  shown  by  the  records  of  the  Engineering 
Company,  together  with  credits  (indicated  by  red  figures) 
which  tend  to  reduce  the  overhead  cost.  I  should  make  one 
exception  to  the  statement  I  have  just  made  because  all 
kinds  of  overhead  cost  shown  by  the  Engineering  Com¬ 
pany’s  records  are  not  represented  in  the  schedule  on  page 
5  of  our  Report  in  that  provisions  for  Federal  Income  Taxes 
and  interest  on  division  capital  have  been  excluded  by  us 
as  not  appropriate  for  the  purposes  of  our  study.  [R.  p.  1174] 
Also  the  total  overhead  so  shown  for  each  year  is  exclusive 
of  the  other  items  to  which  I  have  already  referred  as  being 
in  our  opinion  not  properly  includable  in  making  a  fair 
allocation  of  the  overhead.  The  details  of  these  exclusions 
appear  on  page  12  of  the  Report.  On  page  6  appears  a  com¬ 
pilation  of  the  overhead  for  the  five  months  ended  May  31, 
1933.  In  principle,  it  is  arrived  at  in  the  same  manner  as 
for  the  years  1928  to  1932  but  it  appears  in  a  separate  com¬ 
pilation  because  beginning  with  1933  Stone  &  Webster  En¬ 
gineering  Corporation  adopted  a  new  classification  of 
expenses  for  its  own  accounts. 

Q.  Are  you  prepared  to  express  an  opinion  as  to  the 
propriety  and  fairness  of  including  in  the  distributable 
overhead  the  items  tabulated  on  pages  5  and  6  of  the  Re¬ 
port  by  your  firm,  in  determining  the  cost  of  the  services 
rendered  in  respect  of  the  four  suspension  items  which 
have  heretofore  been  mentioned?  A.  In  my  opinion  the 
complications  are  on  an  eminently  fair  basis  for  the  de¬ 
termination  of  the  overhead  cost,  and  in  my  opinion  each 
of  the  items  set  forth  therein  is  both  properly  and  fairly 
to  be  included  as  a  part  of  the  overhead  cost  of  the  services 
render  under  those  suspension  items.  I  have  already  stated 
that  we  excluded  certain  items  which  in  its  accounts  the 
Engineering  Company  had  included  in  the  distribution  of 
overhead  but  which  in  our  opinion  should  [R.  p.  1175]  be 
excluded  for  the  purposes  of  the  present  cost  determina¬ 
tions. 
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Q.  Will  you  explain  the  theory  or  hypothesis  which  un¬ 
derlay  the  Engineering  Company’s  method  of  distribution 
of  its  total  overhead  cost  to  its  various  engagements,  which 
method  of  distribution  I  understand  you  approve  and  have 
used  in  your  Report?  A.  It  is  the  universal  experience 
of  all  organizations  which  render  service  or  which  produce 
articles  of  any  kind  for  customers,  whether  it  be  a  factory 
or  whether  it  be  a  professional  organization,  that  in  deter¬ 
mining  costs  there  is  a  very  substantial  portion  of  the  ex¬ 
penditure  by  the  organization  which  cannot  be  allocated 
directly  to  the  cost  of  producing  given  articles  or  of  ren¬ 
dering  given  services.  Just  as  an  army  which  has  forces 
in  the  front  line  trenches  must  have  a  very  considerable 
supporting  organization  in  services  of  supply,  in  headquar¬ 
ters  staff,  et  cetera,  so  in  either  manufacturing  or  the 
rendering  of  professional  services  there  must  be  the  sup¬ 
porting  organization  and  supporting  activities  which,  even 
though  it  may  not  be  possible  to  relate  them  in  detail  to 
the  production  of  a  specific  article  or  the  rendering  of  a 
service  to  a  particular  client,  are  nevertheless  an  indis¬ 
pensable  part  of  the  total  cost  of  manufacture  or  of  ren¬ 
dering  service.  Much  study  has  been  given  to  the  allocation 
of  overhead  [R.  p.  1176]  and  it  has  been  the  conclusion  of 
both  practical  and  academic  students  of  the  subject  that  in 
a  great  majority  of  cases  the  allocation  of  overhead  on  the 
basis  of  the  direct  labor  or  payroll  cost  of  articles,  projects 
or  service  to  specific  clients,  is  both  the  most  practicable 
and  the  most  equitable  method  of  allocating  the  overhead. 
Even  though  a  specific  item  in  the  list  or  classification  of 
overhead  expenses  might  at  first  glance  seem  to  have  little 
direct  relation  to  a  particular  project,  nevertheless  the  over¬ 
head  is  in  fact  being  incurred  in  the  aggregate  for  the  use 
of  the  entire  organization  and  only  by  maintaining  the  or¬ 
ganization  as  a  whole,  by  seeking  to  make  it  as  efficient 
as  possible  and  by  giving  to  each  client  the  benefit  of  all 
the  auxiliary  activities  that  contribute  to  the  eventual  ren¬ 
dering  of  service  to  all  clients,  is  such  service  rendered 
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possible  in  the  most  effective  manner.  This  general  plan 
or  method  had  been  followed  by  the  Engineering  Company 
and  after  a  careful  review  of  it,  subject  to  the  exclusion 
of  the  items  to  which  I  have  referred,  such  as  income  tax, 
we  were  of  the  opinion  that  the  method  was  properly  ap¬ 
plicable  in  the  present  instance.  I  know  of  no  other  method 
which  in  my  judgment  would  be  preferable  or  would  lead 
to  a  more  accurate  and  equitable  determination  of  the  cost 
of  the  service  rendered. 

Q.  As  I  understand  your  answer,  you  have  in  your 
[R.  p.  1177]  computation  apportioned,  on  the  basis  of  pay¬ 
roll  charged  directly  to  job  orders,  all  other  payroll  charges 
and  other  expenses  incurred  by  the  Engineering  Company 
in  the  ordinary  course  of  rendering  consulting  engineering 
and  construction  services  to  clients.  Is  that  correct?  A. 
Yes. 

Q.  Without  taking  up  specific  items,  will  you  comment 
generally  on  the  propriety  of  including  these  payroll  charges 
and  other  exenses  in  the  overhead  expenses?  A.  As  stated 
on  page  2  of  our  report,  we  have  included  in  the  costs  of 
consulting  engineering  and  construction  services  including 
design  of  the  Engineering  Company  the  payroll  and  other 
expenses  incurred  by  the  Engineering  Company  in  the  ordi¬ 
nary  course  of  its  business.  It  must  be  borne  in  mind  that 
the  Engineering  Company’s  function  was  that  of  rendering 
service,  and  consequently  any  expenditures  that  had  the 
purpose  of  enhancing  the  value  and  quality  of  that  service 
were  a  proper  part  of  the  cost  thereof.  One  of  the  important 
requirements  of  such  a  company  is  that  it  must  maintain 
an  organization  of  qualified  and  trained  employees.  For 
their  maintenance  and  to  retain  esprit  de  corps  with  the 
organization,  certain  expenses,  as  for  instance  employees’ 
welfare  expenses,  are  necessary.  Again  the  organization 
cannot  be  maintained  unless  [R.  p.  1178]  there  is  a  steady 
flow  of  new  business  which  cannot  be  obtained  without  in¬ 
curring  expenditures.  It  is  true  that  some  of  these  expendi¬ 
tures  cannot  be  said  to  have  direct  relation  to  a  particular 
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engagement  bnt  it  mnst  be  remembered  that  the  ability  of 
the  organization  to  handle  a  particular  engagement  funda¬ 
mentally  arises  from  similar  expenditures  which  have  been 
made  in  the  past.  A  further  point  is  that  volume  of  business 
is  essential  if  adequate  supervision  is  to  be  given  without 
incurring  an  excessive  rate  of  overhead  expense.  With  these 
thoughts  in  mind,  we  reached  the  conclusion  that  all  of  the 
expenditures  enumerated  in  the  statement  on  page  5  of  our 
report,  which  the  Engineering  Company  deemed  necessary 
to  make  to  perform  its  services  on  a  going  concern  basis, 
are  properly  a  part  of  its  overhead  expenses  to  be  applied 
to  the  engagements  which  were  in  progress  during  the 
period  covered  by  those  statements. 

Q.  Please  continue  with  your  explanation  of  the  report. 
A.  On  page  7  are  summaries  of  the  computations  of  the 
costs  properly  allocable  to  each  of  the  job  orders  which  are 
included  within  the  suspension  items.  It  will  be  noted  that 
each  of  the  items  for  the  respective  years  which  are 
brought  into  these  summaries  refer  to  a  following  page  on 
which  a  detailed  computation  [R.  p.  1179]  is  made  of  the 
overhead  expense  for  the  month  in  each  year  based  on  the 
factors  I  have  already  described.  For  example,  the  first 
item  on  page  7,  namely,  the  “Indirect  expenses  apportioned 
for  1928,”  to  Job  Order  No.  4260  in  the  amount  of 
$3,299.97  is  a  total  shown  in  Column  E  of  page  8;  and  the 
amount  entered  in  each  month  of  the  year  192S  in  that 
column  is  computed  from  the  figures  in  Columns  A,  B,  C, 
and  D  in  the  manner  indicated  in  the  schedule  which  I  be¬ 
lieve  is  self-explanatory.  The  other  items  on  page  7  which 
have  page  references,  refer  to  the  computations  made  on 
the  successive  pages  indicated  from  9  to  11  inclusive,  the 
allocation  of  the  overhead  being  made  on  the  basis  in¬ 
dicated,  first,  for  the  month,  and  then  totaled  for  the  year. 
Bringing  together,  as  in  the  case  of  job  orders  Nos.  5579 
and  5587,  the  amount  computed  for  each  year  during  which 
such  job  orders  were  in  progress,  leads  to  the  computation 
of  the  total  cost  computed  for  such  job  order  number,  after 
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also  bringing  in  amounts  charged  directly  to  this  job  order 
for  cost  purposes  in  the  books  of  the  company,  but  which 
could  not  be  billed  to  the  Licensee  under  the  terms  of  the 
contract  with  it.  It  will  be  noted  that  the  computations  of 
allocation  of  overhead  to  specific  job  orders  which  appear 
on  page  8  to  11  inclusive  are  made  on  a  monthly  basis. 
[R.  p.  1180]  We  gave  much  consideration  to  the  question 
of  whether  the  monthly  basis  which  had  been  followed  in 
the  keeping  of  the  Engineering  Company  accounts  should 
be  adhered  to,  or  whether  the  allocation  of  overhead  should 
be  made  on  an  annual  basis.  Our  conclusion  was  that,  not 
only  -was  it  preferable  to  follow  the  method  currently  used 
by  the  Engineering  Company  during  the  months  of  each 
year  the  projects  were  in  progress  but  also  that,  it  was 
preferable  to  use  the  monthly  method  because  it  gave  more 
direct  effect  to  the  conditions  obtaining  currently.  Further¬ 
more,  I  should  question  the  desirability  of  suggesting  to  a 
company  that  it  keep  its  records  and  determine  its  costs 
in  such  a  manner  that  information  of  this  character  could 
be  ascertained  or  computed  only  once  a  year.  This  would 
be  quite  contrary  to  developed  practice  over  many  years. 
It  has  been  the  constant  aim  of  accountants,  both  those  in 
corporate  employ  and  those  in  public  practice  to  seek  to 
make  information  and  cost  computations  as  current  as  pos¬ 
sible  and  to  determine  them  at  as  frequent  intervals  as 
feasible  and  thus  to  relate  them  most  directlv  to  current 
conditions. 

Q.  I  notice  an  allocation  on  Job  Order  No.  5587  near  the 
bottom  of  page  7,  will  you  please  explain  this  [R.  p.  1181] 
matter?  A.  In  a  paragraph  commencing  on  page  3  of  our 
report  the  manner  in  which  this  allocation  was  made  is 
explained  and  the  reason  therefor  is  given,  namely,  that 
prior  to  June  30,  1932  the  Boston  office  payroll  charges, 
Job  Order  No.  5587,  for  construction  of  the  transmission 
line  and  substation,  were  not  segregated  between  the  trans¬ 
mission  line,  which  eventually  became  a  part  of  the  Rock 
Island  Project  and  the  substation  which  was  excluded 
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therefrom.  On  the  basis  of  a  review  by  the  engineering, 
designing  and  estimating  departments  of  their  time  charges 
to  this  job  order  up  to  June  30,  1932,  made  shortly  there¬ 
after  an  allocation  was  made  to  the  nonproject  portion  of 
the  job  order,  of  the  time  of  certain  engineers  and  drafts¬ 
men,  at  average  rates  applied  to  hours  worked  on  draw¬ 
ings  for  the  nonproject  portion.  The  Boston  office  field 
construction  and  accounting  payrolls  were  apportioned  on 
the  basis  of  field  payroll  charges  which  could  be  segregated 
between  project  and  nonproject  construction.  It  was  on 
the  basis  of  this  review  and  these  allocations  that  the  costs 
were  determined  which  are  set  forth  on  page  7. 

Q.  Will  you  now  state  for  the  record,  Mr.  Taylor,  in 
reference  to  Suspension  Numbers  rather  than  the  Job  Or¬ 
der  Numbers,  the  costs  which  you  determined?  A.  The 
costs  applicable  to  the  several  suspension  [R.  p.  1182] 
numbers  are  as  follows  and  appear  on  page  4  of  our  re¬ 
port: 

Suspension  No.  5  which  includes  Job  Order 
No.  4260,  Investigation  of  Rock  Island  De¬ 


velopment  of  Columbia  River .  $  3,229.97 

and  Job  Order  No.  5397,  Preliminary  en¬ 
gineering  .  12,237.16 


Or  a  total  cost  for  Suspension  No.  5  of .  $  15,467.13 


Suspension  Nos.  121  and  122,  which  cover  Job 
No.  5579,  Construction  of  Rock  Island  De¬ 
velopment  (including  acquisition  of  lands, 
rights  of  way,  orchard  operation  and  opera¬ 
tion  of  the  plant  prior  to  May  31,  1933)  a 


cost  of  .  $545,905.S0 

Suspension  No.  209,  covering  Job  Order  No. 

5587,  Construction  of  Transmission  line — 

“project”  portion — a  cost  of .  62,312.17 


The  total  cost  for  all  four  of  the  suspension 
items  mentioned  is .  $623,685.10 
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Q.  And  do  yon  say  as  a  public  accountant,  Mr.  Taylor, 
that  you  believe  that  the  individual  amounts  and  the  total 
amount  which  you  have  stated  to  be  the  costs  to  the 
[R.  p.  1183]  Engineering  Company  of  performing  the  work 
described  in  your  report  on  the  Rock  Island  Project,  are 
correct?  A.  I  do. 

[R.  p.  1184]  Mr.  Breckenridge :  If  there  is  no  objection  I 
would  like  to  offer  the  document  marked  as  Licensee’s  Ex¬ 
hibit  BB  for  identification  in  evidence. 

Examiner  Marsh:  Any  objection? 

Mr.  Goetz:  No  objection. 

Examiner  Marsh:  The  document  marked  for  identifica¬ 
tion  Licensee’s  Exhibit  BB  is  admitted  into  evidence. 

(The  document  previously  marked  for  identification  as 
Licensee’s  Exhibit  BB  was  thereupon  received  in  evi¬ 
dence.) 

*  *  •  •  * 

[R.  p.  1187]  Stone  &  Webster  Service  Cor¬ 
poration  Management  Fees 

Direct  examination  by  Mr.  Breckenridge: 

Q.  Mr.  Taylor,  you  previously  testified  at  this  hearing, 
I  believe,  in  connection  with  a  cost  study  of  certain  services 
rendered  by  Stone  &  Webster,  Inc.  Engineering  Division 
and  Stone  &  Webster  Engineering  Corporation?  A.  I  did. 

Q.  Were  Messrs.  Lvbrand,  Ross  Bros.  &  Montgomery 
asked  by  Puget  Sound  Power  &  Light  Company  to  make  a 
cost  study  and  report  on  the  items  covered  by  Suspension 
Nos.  6, 123  and  210?  A.  We  were. 

Q.  Did  you  prepare  such  a  report?  A.  We  did. 

Q.  Will  you  please  produce  a  copy  thereof? 

Mr.  Breckenridge:  I  would  like  at  this  time  to  have 
[R.  p.  1188]  this  document  marked  for  identification  as  Ex¬ 
hibit  CC. 

Examiner  Marsh :  Very  well. 

(The  document  referred  to  was  thereupon  marked  for 
identification  as  Licensee’s  Exhibit  CC.) 
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By  Mr.  Breckenridge : 

Q.  Will  you  kindly  state  the  scope  of  the  examination 
which  preceded  the  preparation  of  this  report?  A.  We  have 
audited  the  accounts  of  the  Service  Corporation  annually 
since  1931.  In  addition  upon  being  asked  to  determine  the 
cost  of  the  services  rendered  under  the  suspension  items  we 
made  a  supplemental  examination  of  the  accounts  from  the 
beginning  of  1927  to  April  30, 1931  and  these  examinations 
included  such  tests  as  we  believed  to  be  essential  to  estab¬ 
lishing  the  integrity  of  the  accounts  and  the  propriety  of 
our  using  the  figures  shown  therein  for  the  purpose  of  as- 
certaing  the  costs  in  question. 

Q.  Will  you  please  describe  briefly  the  contents  of  your 
report?  A.  The  bases  of  the  report  which  we  have  made  as 
to  the  cost  of  the  services  included  under  the  suspension 
numbers  mentioned  were  first,  the  estimate  of  the  hours  of 
time  which  Mr.  Donald  C.  Barnes,  who  was  a  division  man¬ 
ager  of  Stone  &  Webster,  Inc.  Operating  Division  and  of 
[R.  p.  1189]  Stone  &  Webster  Service  Corporation  (here¬ 
after  referred  to  generally  as  the  Service  Corporation),  has 
testified  he  devoted  to  the  project  in  rendering  the  services 
included  under  the  suspension  numbers  stated,  and  second, 
the  salaries  and  other  expenses  shown  by  the  records  of  the 
Service  Corporation,  after  excluding  certain  expenditures 
as  set  forth  on  page  9  of  the  report,  which  in  our  opinion 
should  not  be  included  in  determining  the  fair  and  proper 
cost  of  the  services  rendered  on  the  Rock  Island  Project. 
On  page  6  of  the  report  is  set  forth  for  each  of  the  years 
1927  to  1930  inclusive,  and  for  the  four  months  ended  April 
30, 1931,  those  salaries  and  expenses  which  entered  into  the 
cost  computation.  Page  7  contains  details  of  certain  totals 
entered  on  page  6.  Gross  reference  between  the  two  pages  is 
indicated  in  the  tabulation  on  page  6.  On  page  S  is  set  forth 
the  manner  in  which  the  totals  of  expenditures  of  the  Service 
Corporation,  after  excluding  the  items  set  forth  on  page  9, 
are  brought  together  and  an  allocation  made  to  determine 
the  cost  of  the  services  rendered  under  the  three  suspen- 
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sion  items.  It  will  be  observed  that  the  first  line  shows  the 
total  salaries  of  division  and  district  managers,  Accounting 
!  and  Corporation  Departments.  This  figure  has  been  divided 
by  the  total  time  of  [R.  p.  1190]  the  four  division  managers, 
which  in  each  full  year  aggregated  8,100  hours,  thus  arriv- 
!  ing  at  a  cost  per  hour  of  division  managers’  time  for  the 
i  salaries  of  division  and  district  managers,  Accounting  and 
i  Corporation  Departments.  The  salaries  of  these  three  de¬ 
partments  were  grouped  together  for  the  reason  that,  as 
stated  in  Mr.  Barnes’  testimony,  the  work  of  the  division 
managers  was  so  closely  associated  with  the  work  of  these 
three  departments  that  they  functioned  as  a  unit,  and  thus 
the  time  devoted  to  a  particular  project  by  these  three 
;  departments  followed  very  closely  the  time  devoted  by  the 
respective  division  managers.  The  next  step  shown  on 
page  8  is  the  ascertainment  of  the  percentage  which  the 
supervisory  and  assistants’  salaries  and  other  expenses 
were  of  the  total  service  salaries,  including  in  such  service 
i  salaries  both  the  salaries  of  division  and  district  managers, 
Accounting  and  Corporation  Departments  and  other  service 
i  salaries.  By  applying  such  percentage  of  total  service  sala¬ 
ries  to  the  salaries  per  hour  of  division  managers’  time  as 
i  computed  in  the  same  tabulation,  the  cost  per  hour  of  divi- 
i  sion  managers  ’  time,  including  the  proportion  so  determined 
i  of  supervisory  and  assistants’  salaries  and  other  expenses 
i  is  determined.  I  should  like  to  emphasize  that  the  cost  per 
i  hour  so  determined  does  not  include  any  portion  of  the 
“ other  [R.  p.  1191]  service  salaries”  which  aggregated  for 
1927  $317,146.30  and  comparable  amounts  for  the  succeed¬ 
ing  years.  In  studying  the  treatment  to  be  given  this  item 
and  particularly  in  discussing  the  nature  of  these  salaries 
with  Mr.  Barnes,  the  division  manager  who  has  previously 
testified,  it  was  concluded  they  were  not  sufficiently  related 
i  to  the  salaries  and  expenses  which  had  a  relationship  to  the 
l  Rock  Island  Project  and  other  projects  under  the  supervi¬ 
sion  of  the  division  managers,  to  warrant  including  a  por¬ 
tion  thereof  in  the  cost  of  the  services  rendered  in  connec- 
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tion  with  the  suspension  items.  The  other  service  salaries, 
however,  are  included  as  a  part  of  the  total  service  salaries 
in  determining  the  percentage  which  supervisory  and  as¬ 
sistants  ’  salaries  and  other  expenses  are  of  the  total  service 
salaries.  It  will  be  observed  that  this  procedure  results  in  a 
very  much  lower  cost  per  hour  than  would  be  the  case  if 
certain  other  service  salaries  were  also  included  in  the  over¬ 
head  applied  to  the  salaries  relating  to  the  division  man¬ 
ager’s  time.  Especially  is  this  true  because  the  effect  would 
be  to  increase  the  amount  of  overhead  while  reducing  the 
base  to  which  such  overhead  would  be  applied.  Such  cost 
per  hour  has  then  been  applied  to  the  number  of  hours 
which  Mr.  Barnes  has  testified  were  devoted  by  him  to  the 
Rock  Island  Project  and  the  aggregate  costs  [R.  p.  1192] 
are  thus  determined  for  the  several  suspension  items. 

Q.  In  the  course  of  the  consideration  of  the  report 
which  your  firm  made  in  respect  of  the  services  rendered 
by  Stone  &  Webster,  Inc.  Engineering  Division  and  Stone 
&  Webster  Engineering  Corporation,  I  ask  you  to  comment 
generally  on  the  propriety  of  including  in  overhead  dis¬ 
tributable  among  the  various  engagements  of  those  organi¬ 
zations,  including  the  Rock  Island  Project,  indirect  pay¬ 
roll  items  and  expenses  set  forth  in  the  tabulation  of  over¬ 
head  expenses.  I  believe  you  expressed  the  opinion  that 
such  items  were  properly  to  be  included  in  the  overhead  to 
be  allocated  among  the  various  engagements,  including  the 
Rock  Island  Project.  Would  your  opinion  be  the  same  in 
respect  to  analogous  items  in  the  tabulation  of  overhead 
expenses  on  page  6  of  your  firm’s  report  on  Stone  &  Web¬ 
ster,  Inc.  Operating  Division  and  Stone  &  Webster  Service 
Corporation  costs?  A.  It  would.  I  should  point  out,  how¬ 
ever,  that  the  last  two  items  of  that  tabulation  are  not 
included  as  a  part  of  the  overhead  salaries  and  expenses. 

Q.  Will  you  please  state  the  total  cost  which  you  have 
so  determined  for  each  of  the  suspension  items?  A.  The 
costs  relating  to  Suspension  Nos.  6,123  and  210,  which 
appear  on  page  5  of  our  report,  are  as  follows : 


266 


(C.  B.  Taylor ,  Licensee,  Direct,  Cont’d.) 


[R.  p.  1193]  Suspension  No.  6,  proportions  of 
management  charges  to  Puget  Sound  Power 

&  Light  Company,  pre-license  period .  $17,477.45 

Suspension  No.  123,  Management  fees  based 
on  monthly  gross  charges  to  capital  asset  ac¬ 
counts,  charged  to  Washington  Electric  Com¬ 
pany,  hydro  plant  post-license  period .  37,861.20 

Suspension  No.  210,  Portions  of  management 
fees  based  on  monthly  gross  charges  to  capital 
asset  accounts,  charged  to  Puget  Sound  Power 
&  Light  Company  transmission  line  post¬ 
license  period .  4,123.80 


Making  a  total  cost  with  respect  to  the  three  sus¬ 
pension  items  of .  $59,462.45 

Mr.  Breckinridge :  I  would  like  at  this  time  to  have  the 
document  marked  for  identification  as  Licensee’s  Exhibit 
CC,  received  into  evidence  if  there  is  no  objection. 

Mr.  Goetz:  No  objection. 

Examiner  Marsh :  The  document  marked  for  identifica¬ 
tion  as  Licensee’s  Exhibit  CC  is  admitted  into  evidence. 

(The  document  previously  marked  for  identification  as 
Licensee’s  Exhibit  CC  was  received  in  evidence.) 

•  »  •  •  • 

[R.  p.  1220]  By  Mr.  Tucker: 

Q.  Yesterday,  Mr.  Taylor,  you  gave  some  explanation 
of  the  contents  of  your  report  of  your  cost  study  made  by 
you  of  certain  accounting  records  of  Stone  &  Webster,  Inc., 
Engineering  Division,  and  of  Stone  &  Webster  Engineering 
Corporation,  Licensee’s  Exhibit  BB.  Would  you  care  to 
add  to  those  comments  at  this  time  by  explaining  some  of 
the  items  contained  in  the  tabulation  on  page  5  of  that  ex¬ 
hibit?  For  instance,  the  figures  shown  on  the  first  line  of 
the  tabulation  are  described  as  ‘‘Total  Boston  Office  Pay¬ 
roll  (Salaries  and  Additional  Compensation.)”  Will  you 
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tell  us  please  the  nature  of  the  additional  compensation  re¬ 
ferred  to?  A.  The  additional  compensation  is  carried  on 
the  company’s  books  as  contingent  salaries.  I  understand 
that  a  regular  plan  has  been  in  effect  since  1906  under  which 
since  the  formation  of  the  present  corporation,  the  Board  of 
Directors  authorized  payment  of  a  fixed  salary  and  partici¬ 
pation  in  a  contingent  amount  measured  by  a  percentage  of 
the  net  earnings  of  the  corporation  for  the  coming  year,  the 
individual  contingent  amounts  being  determined  by  a  salary 
committee  within  the  aggregate  percentage  limits  fixed  by 
the  Board.  [R.  p.  1221]  These  contingent  salaries  amounted 
in  1928  to  $323,691.02;  in  1929  to  $433,755;  in  1930  to 
$638,238.52;  in  1931  to  $106,662.61;  in  1932  nothing;  in  1933 
for  the  first  five  months  also  nothing. 

Q.  And  you  say  for  the  first  five  months  because  that  is 
when  you  discontinued  your  examination?  A.  That  is  right. 
The  cost  study  terminated  on  May  31,  1933.  In  1928  the 
contingent  salaries  represented  9.4  per  cent  of  the  total 
Boston  office  payroll;  in  1929,  10  per  cent;  in  1930,  13.4  per 
cent;  in  1931,  3.6  per  cent.  I  think  the  way  the  plan  oper¬ 
ates  can  best  be  understood  by  the  resolution  of  the  Board 
of  Directors  under  which  it  is  authorized.  I  will  take  the 
year  1930  as  an  illustration,  since  in  that  year  the  greatest 
amount  of  contingent  salaries  was  paid.  The  resolution  of 
the  Board  of  Directors  which  was  passed  at  a  special  meet¬ 
ing  held  on  December  4,  1929,  stated  as  follows - 

Q.  Just  a  moment  before  you  state  it.  Did  you  ask  for 
and  were  you  furnished  a  certified  copy  of  the  resolution? 
A.  I  was. 

Q.  And  is  what  you  are  reading  from  an  official  certifica¬ 
tion?  A.  That  is  so. 

[R.  p.  1222]  Q.  Who  is  it  certified  by?  A.  By  the  secretary 
of  the  company. 

Q.  All  right.  Now,  you  may  proceed.  A.  (Reading) 
“Resolved,  that  this  Board  hereby  adopts  for  the  year 
1930  the  following  plan  for  the  compensation  of  certain  of 
its  officers  and  employees  on  a  fixed  and  contingent  basis: 
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!  “Sncli  of  the  officers  and  employees  of  the  Corporation  as 
i  may  he  selected  for  such  purpose  by  the  Salary  Committee 
from  time  to  time  shall  be  compensated  on  the  basis  of  first 
i  a  fixed  amount  at  the  rate  per  year,  as  determined  by  the 
i  Salary  Committee  in  each  individual  case,  and  second  a  con¬ 
tingent  amount  measured  by  the  percentage,  as  determined 
i  by  the  Salary  Committee  in  each  individual  case,  of  the  net 
earnings  of  the  Corporation  for  the  twelve  months  ending 
November  30, 1930,  derived  from  the  construction  and  engi- 
i  neering  business  carried  on  directly  by  the  Corporation  and 
i  from  such  other  sources,  if  any,  as  the  Board  may  determine. 
The  total  of  such  percentages  shall  not  exceed  in  the  aggre¬ 
gate  30%.  The  determination  of  the  Board  of  the  manner 
of  ascertaining  and  the  charges  or  reserves  to  be  made  in 
ascertaining  the  net  earnings  on  which  the  contingent  part 
of  such  salaries  is  based,  as  above  provided,  shall  be  final 
i  and  binding  upon  all  those  paid  in  such  manner.’ ’ 

[R.  p.  1223]  Mr.  Tucker:  Just  a  moment.  I  have  some 
copies  of  that  certification  and  would  like  to  have  them 
marked  for  identification,  the  copies  of  that  certified  copy 
i  from  which  the  witness  has  just  read. 

Examiner  Marsh:  It  will  be  marked  Licensee’s  Ex¬ 
hibit  HH. 

(The  document  referred  to  was  thereupon  marked  for 
identification  as  Licensee’s  Exhibit  HH.) 

Mr.  Goetz:  No  objection,  your  Honor. 

Mr.  Tucker :  I  would  like  to  then  offer  that  as  an  exhibit. 

The  Examiner:  Licensee’s  Exhibit  HH  is  admitted  into 
evidence. 

(The  document  previously  marked  for  identification  was 
thereupon  received  in  evidence  as  Licensee’s  Exhibit  HH.) 

By  Mr.  Tucker : 

Q.  Now,  did  you  also  make  some  inquiry  with  respect  to 
!  how  the  employees  themselves  were  notified  in  respect  of 
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the  year  1930  that  we  are  dealing  with,  as  I  understand  it, 
that  they  would  participate  in  this  contingent  salary  plan? 
A.  Yes,  I  did.  I  was  interested  in  knowing  whether  the  em¬ 
ployees  received  that  notice  in  advance  of  the  year  for 
which  they  were  to  receive  their  compensation,  as  to  whether 
or  not  they  were  to  participate  in  the  additional  [R.  p.  1224] 
compensation  for  the  coming  year.  I  made  such  inquiries 
from  an  officer  of  the  company  and  was  given  a  copy  of  a 
letter  which  was  sent  to  all  employees  participating,  dated 
December  11,  1929.  The  letter  was  addressed  to  Mr.  R.  E. 
Argersinger,  one  of  the  employees  of  the  company. 

Q.  And  you  haven’t  any  further  comments  and  will  let 
the  letter  speak  for  itself,  or  do  you  wish  to  say  something 
about  it?  A.  No,  I  think  the  letter  speaks  for  itself. 

Q.  Now,  of  course,  in  this  case  the  Stone  &  Webster  En¬ 
gineering  Corporation  files  would  not  contain  the  original 
of  this  letter?  A.  No. 

Q.  And  that  is  for  the  reason  that  it  was  a  letter  written 
by  the  Engineering  Corporation  to  one  of  its  employees? 
A.  That  is  so. 

Q.  But  how  did  you  happen  to  obtain  a  copy  of  the  letter 
which  vou  have  before  vou?  A.  I  asked  the  treasurer  of 

v  •> 

the  corporation  a  question  as  to  whether  the  employee  was 
notified  in  advance  and  he  went  to  his  records  and  produced 
a  copy  of  the  letter.  This  is  a  sample  letter  which  is  the 
one  he  gave  me. 

Q.  So  it  comes  to  you  officially  as  a  copy  of  the 
[R.  p.  1225]  letter?  A.  That  is  correct. 

Mr.  Tucker:  I  would  like  to  have  a  copy  of  this  letter 
marked  for  identification. 

Examiner  Marsh:  Was  the  original  letter  written  or 
dictated  by  the  treasurer? 

The  Witness:  By  the  president  of  the  company,  Mr. 
J.  H.  Manning. 

Mr.  Tucker :  I  might  say  that  Mr.  Manning  is  no  longer 
connected  with  the  company  so  he  would  have  to  go  to  some 
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other  official  than  Mr.  Manning  to  get  the  information  from 
the  files  of  the  company. 

Mr.  Goetz:  No  objection  to  the  introduction  of  this  ex¬ 
hibit. 

Examiner  Marsh:  It  may  be  marked  Licensee’s  Exhibit 
II  and  admitted  into  evidence. 

(The  document  referred  to  was  thereupon  received  in 
evidence  as  Licensee’s  Exhibit  II.) 

By  Mr.  Tucker : 

Q.  And  from  this  investigation  what  did  you  conclude 
with  respect  to  the  nature  of  this  compensation?  A.  You 
mean  as  to  the  propriety  of  its  inclusion - 

Q.  Not  the  propriety  at  this  time,  but  whether  or  not  it 
was  a  bonus  or  a  gift  or  a  salary.  A.  Oh,  no,  it  was  a  very 
distinct  salary,  an  [R.  p.  1226]  additional  compensation. 

Q.  Did  you  have  any  question  in  your  own  mind  as  to 
the  propriety  of  including  these  contingent  salaries  as  part 
of  the  general  overhead  for  the  purpose  of  your  cost  study? 
A.  We  had  the  same  question  in  our  mind  with  regard  to 
contingent  salaries  as  we  did  with  regard  to  all  other  items 
of  expense,  namely,  we  considered  carefully  whether  all  such 
items  were  a  proper  part  of  overhead  expenses  for  the  pur¬ 
poses  of  this  cost  study.  I  would  like  to  present  a  few 
thoughts  which  indicate  the  reasons  why  we  believed  these 
contingent  salaries  were  a  proper  part  of  overhead  ex¬ 
penses.  During  my  accounting  experience  I  have  had  occa¬ 
sion  on  a  number  of  instances  to  work  upon  the  development 
or  modification  of  a  number  of  plans  for  the  payment  of 
additional  compensation.  I  have  been  impressed  with  the 
general  opinion  among  the  clients  for  whom  this  work  was 
done  that  it  is  easier  to  retain  efficient  and  qualified  em¬ 
ployees  if  some  type  of  additional  compensation  plan  were 
supplemented  to  fixed  salaries.  In  one  particular  case  I 
have  in  mind  the  manager  of  a  department  of  a  large  indus¬ 
trial  concern  was  approached  by  a  competitor  of  that  con- 
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cern  and  was  offered  double  bis  [R.  p.  1227]  present  salary 
if  he  would  change  his  employer.  The  bait  was  not  suffi¬ 
ciently  attractive  merely  because  of  the  existence  of  the 
additional  compensation  plan  and  the  employee’s  conclusion 
that  although  the  then  operation  of  the  plan  did  not  produce 
to  him  a  total  compensation  of  twice  his  fixed  salary,  the 
plan  still  held  forth  better  prospects  for  him  in  the  future. 
I  think,  therefore,  that  an  additional  compensation  plan,  so 
far  as  executives,  minor  executives  and  other  key  employees 
are  concerned,  has  considerable  merit  and  practical  business 
value  and  is  of  particular  significance  for  an  organization 
which  is  rendering  services  calling  for  the  employment  of 
particularly  able  men.  The  next  question  that  we  had  to. 
give  consideration  was  as  to  the  reasonableness  of  the 
amount  of  the  total  compensation  paid.  This  question  fre¬ 
quently  arises  in  federal  income  tax  matters  as  to  whether 
the  compensation  paid  to  officers  is  deductible  because  of  the 
limitation  contained  in  the  various  revenue  acts  that  such 
compensation  must  be  reasonable  in  amount  for  the  services 
rendered.  It  has  been  my  experience  that  this  limitation  has 
been  zealously  considered  in  their  examination  of  the  in¬ 
come  tax  returns  of  corporate  taxpayers  by  revenue  agents. 
It  is  true  that  disallowance  of  such  items  arises  more 
[R.  p.  1228]  often  in  the  cases  of  closely  held  corporations, 
where  there  may  be  some  doubt  as  to  whether  or  not  a  dis¬ 
tribution  of  the  profits  may  be  involved.  Where  key  em¬ 
ployees  other  than  officers,  also  participate  in  the  additional 
compensation,  the  question  is  less  likely  to  arise.  In  the 
present  case  the  Federal  Government  allowed  the  full 
amount  of  the  compensation  here  involved,  which  to  me  is 
one  indication  that  it  is  not  unreasonable  in  amount  and 
may,  therefore,  be  considered  as  a  proper  expense  of  the 
corporation. 

Q.  Could  I  ask  right  there,  did  you  inquire  with  respect 
to  whether  or  not  for  that  year  an  examination  by  the  in¬ 
come  tax  or  the  revenue  tax  department,  the  revenue  de¬ 
partment,  or  whoever  does  that,  was  made  of  this  particular 
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income  tax  return?  A.  I  made  such  an  inquiry  with  regard 
to  all  these  years  that  are  covered  by  the  cost  study  and  X 
understand  that  all  years  were  examined  by  a  revenue  agent. 

Q.  And  no  question  was  raised  with  respect  to  any  of 
the  contingent  salary  items?  A.  No. 

Q.  Continue.  A.  The  contingent  salaries  were  not  con¬ 
fined  to  officers  in  this  case.  For  example,  the  year  1930  in 
which  [R.  p.  1229]  the  highest  amount  of  such  salaries  was 
i  paid  during  the  period  from  January  1,  1928  to  May  31, 
1933,  the  following  groups  of  employees  participated  in  the 
payment:  Officers  19,  minor  executives  and  assistants  to 
officers  18,  engineers  43,  field  construction  superintendents 
32,  field  accountants  7,  field  purchasing  agents  3 ;  a  total  of 
122  employees  of  which  only  19  were  officers.  A  further  test 
of  reasonableness  is  whether  the  corporation  makes  a  fair 
return  by  way  of  net  income  after  deducting  the  additional 
i  compensation,  in  relation  to  its  invested  capital,  or  in  the 
!  case  of  a  corporation  rendering  service,  a  fair  ratio  of  net 
income  to  gross  income.  In  this  case  there  was  such  a  fair 
i  return.  This  fact  is  particularly  impressive  in  the  light  of 
the  source  of  gross  income,  70  per  cent  of  which  I  under¬ 
stand  originated  from  outside  business.  That  is,  business 
i  from  non-affiliated  interests  during  the  period  w’ith  which 
we  are  dealing.  There  is  one  further  factor  to  be  considered, 
which  is  that  during  the  period  with  which  we  are  concerned 
there  was  a  10  per  cent  minority  interest  in  the  common 
stock  of  the  company.  I  am  informed  that  this  minority 
interest  was  aware  of  the  contingent  salary  plan  of  the  engi¬ 
neering  corporation.  If  the  plan  or  the  payments  there¬ 
under  were  unreasonable,  it  is  quite  possible  the  minority 
interest  would  not  have  [R.  p.  1230]  remained  quiescent. 
The  minority  would  most  likely  be  governed  in  its  attitude 
towards  the  contingent  salaries  by  the  income  earned  on  its 
investment,  which  in  this  case  was  substantial.  Taking  all 
these  factors  into  consideration,  and  also  the  natural  as- 
i  sumption  that  the  Board  of  Directors  had  exercised  their 
'  best  judgment  in  approving  the  plan  as  being  for  the  best 
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interests  of  the  business  as  a  whole,  we  reached  the  conclu¬ 
sion  that  the  payments  thereunder  were  reasonable  in 
amount  and,  as  such,  were  a  part  of  the  overhead  expenses 
to  be  distributed  in  determining  the  actual  casts  of  the  proj¬ 
ects  upon  which  the  corporation  was  engaged. 

Q.  And  that  finishes  that  particular  branch  of  your  testi¬ 
mony?  A.  Yes,  sir. 

[R.  p.  1231]  Q.  What  do  “Branch  Office,  new  Business  and 
Investigation  expenses  ’  ’  represent,  and  will  you  make  some 
comment  with  respect  to  it  as  a  part  of  your  answer?  A. 
Yes.  Yesterday  I  mentioned  the  necessity  of  continuing 
efforts  by  an  organization  to  obtain  new  business.  For  the 
Engineering  Company  these  efforts  are  made  from  the 
headquarters  office  in  Boston  and  from  branch  offices  in 
New  York,  Chicago,  Pittsburgh,  Philadelphia,  Los  Angeles, 
San  Francisco  and  Seattle  and  for  a  period  in  Paris.  The 
branch  offices  were  under  a  resident  manager,  who  fre¬ 
quently  was  not  an  engineer.  The  functions  of  the  branch 
offices  included  maintenance  of  contacts  with  clients  and 
liaison  between  clients  and  the  Boston  office  and  the  devel¬ 
opment  of  leads  to  new  business,  both  additional  business 
from  existing  clients  and  business  from  new  clients.  A  very 
substantial  portion  of  the  expenses  under  this  caption  were 
salaries  of  branch  office  personnel  and  also  of  engineers 
engaged  for  the  time  being  in  the  development  of  new  busi¬ 
ness  leads.  Frequently  engineers  were  engaged  to  make 
investigations  of  prospective  construction  work  to  furnish 
officers  of  the  Engineering  Company  with  bases  for  sub¬ 
mitting  bids  and  to  suggest  where  services  of  consultants 
could  be  used  to  advantage.  [R.  p.  1232]  The  expenses 
other  than  salaries  include  rent  of  the  branch  offices,  travel 
(including  travel  to  visit  clients  and  to  investigate  prospec¬ 
tive  work)  and  other  expenses  incidental  to  obtaining  new 
business. 

Q.  Do  you  want  to  comment  on  the  propriety  of  the 
charges?  A.  Well,  this  item  comes  within  the  category  of 
my  general  comments  of  yesterday  in  which  I  pointed  out 
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that  a  business  of  this  character  must  necessarily  make 
expenditures  to  obtain  new  business,  it  must  make  adver¬ 
tising  expenditures  for  the  same  purpose,  in  order  to  per¬ 
petuate  itself,  and  in  order  to  retain  and  maintain  an 
organization  that  can  render  service  at  any  time.  In  this 
case,  as  I  have  stated,  70  per  cent  of  the  business  during 
this  period  was  from  outside  clients,  and  I  think  that  it  is 
an  important  factor  to  be  considered  here  as  it  has  a  bear¬ 
ing  on  these  expenses.  A  greater  volume  of  business  within 
reasonable  limits  means  the  overhead  is  kept  down  also 
within  reasonable  limits. 

#  *  *  •  * 

[R.  p.  1236]  Q.  Now,  will  you  please  explain  the  nature  of 
the  item  entitled  “beneficial  payments”  and  differentiate 
that  item  from  the  item  entitled  “employees’  welfare”? 
A.  The  principal  item  appearing  in  the  account  entitled 
“beneficial  payments”  is  an  annual  payment  of  $5,000  to 
the  Massachusetts  Institute  of  Technology  for  consulta¬ 
tion  services  in  connection  with  research  and  technical  mat¬ 
ters  and  so  forth. 

Other  items  charged  to  this  account  are  payments  made 
to  Community  Chests  in  several  cities. 

“Employees’  welfare”  covers  payments  made  for  med¬ 
ical  fees  and  expenses  incident  to  sickness  of  employees, 
payments  to  relatives  of  deceased  employees,  and  other 
items  of  this  character. 

The  company  has  not  always  been  entirely  consistent 
as  to  its  charges  to  these  two  accounts  as  some  welfare 
items  appear  in  the  “beneficial  payments”  account. 

We  have  not,  however,  attempted  to  make  adjustments 
between  these  accounts  for  the  sake  of  uniformity,  as  the 
total  overhead  expense  is  not  affected. 

I  feel  that  the  payments  in  both  these  accounts  are 
normal  business  operating  expenses  of  the  corporation  at 
[R.  p.  1237]  this  time  and  are  properly  includable  in  its 
overhead. 

•  •  •  •  • 


275 


(Arthur  R.  Safeblade,  Com.,  Cross.) 

[R.  p.  1375]  Suspensions  Nos.  114,  115,  117,  118  and  206. 
By  Mr.  Tucker: 

Q.  Now,  Mr.  Safeblade,  I  would  like  to  take  up  with 
you — and  I  think  it  will  be  necessary  to  go  into  the  subject 
only  briefly — items  other  than  interest  during  construction 
which  are  dependent  upon  the  construction  period,  trans¬ 
script  of  your  testimony  on  pages  800  to  804  inclusive.  At 
the  outset  I  would  like  to  see  if  we  can  agree  that  Sus¬ 
pension  Nos.  114,  115,  117,  118  and  206  were  suspended 
solely  because  they  were  dependent  upon  the  duration  of 
the  construction  period.  A.  To  be  absolutely  sure  I  would 
like  to  refer  back  to  my  report.  That  is  true.  That  is  the 
only  reason  for  the  suspension  of  those  items. 

Q.  I  take  it  that  no  one  can  tell  at  present  what  dura¬ 
tion  of  construction  period  the  Commission  will  find  in 
this  case;  and  we  can  agree  that  there  are  two  or  more 
possibilities  open  to  the  Commission  on  this  record.  I  do 
not  mean  to  get  you  into  any  technical,  embarrassing 
position  with  regard  to  that,  but  I  am  just  laying  the  basis 
for  another  question  which,  it  seems  to  me,  would  be  more 
easily  understood  if  the  person  who  read  the  transcript 
had  that  basic  information  when  he  read  my  question.  A. 
Will  you  repeat  the  question,  please? 

Mr.  Tucker:  Will  the  Reporter  read  the  question, 
please  ? 

[R.  p.  1376]  (The  question  -was  then  read  by  the  Reporter.) 

The  Witness :  That  is  true. 

By  Mr.  Tucker: 

Q.  It  is  my  understanding — and  I  w*aiit  to  know  whether 
it  is  correct — that  regardless  of  the  termination  date  of 
the  construction  period  which  the  Commission  shall  find, 
are  there  in  your  report,  Part  2  of  Exhibit  No.  1  break¬ 
downs  of  the  various  charges  involved  in  the  suspended 
items  which  I  have  just  mentioned  wrhich  will  enable  the 
Commission  to  make  a  proper  determination,  once  they 
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i  have  determined  the  duration  of  the  construction  period, 
of  the  amounts  of  these  charges  which  should  be  prorated, 
if  proration  is  necessary,  to  the  construction  period  as 
finally  determined?  A.  I  believe  I  have  sufficient  informa¬ 
tion  there  to  enable  a  proper  determination  to  be  made  on 
the  basis  of  the  Commission’s  finding. 

•  •  •  •  • 

'  [R.  p.  1380]  C.  W.  KELLOGG 

a  witness  previously  sworn  and  examined,  was  recalled 
and  testified  further  as  follows: 

Direct  examination  by  Mr.  Tucker: 

Suspension  Nos.  5,  6,  121,  122,  123,  209  and  210. 

Q.  Mr.  Kellogg,  you  have  had  many  years’  familiarity 
!  with  the  workings  of  the  Stone  &  Webster  organization 
have  you  not?  A.  Yes,  sir. 

Q.  Will  you  please  outline  the  basis  of  this  familiarity? 
A.  I  joined  the  Stone  &  Webster  organization  on  July  6, 
1903,  as  a  clerk  in  the  Corporation  Department  and  was 
connected  with  that  organization  or  with  companies  or 
I  activities  under  [R.  p.  1381]  its  supervision  from  that  date 
until  December  27, 1937.  This  involved  fifteen  years  in  the 
operation  of  various  public  utility  properties,  electric  rail¬ 
way  and  electric  light  and  power,  both  steam  and  hydro; 
a  number  of  years  at  different  periods  in  connection  with 
the  Securities  Department  having  to  do  with  the  sale  of 
public  utility  securities  to  the  public;  a  number  of  years 
as  an  expert  analyst  on  the  examination  of  public  utility 
i  properties  as  a  basis  for  investment  therein;  a  substantial 
amount  of  time,  several  years  in  the  aggregate,  working 
with  the  Engineering  Corporation  in  connection  with  their 
activities  and  fourteen  years’  experience  in  the  executive 
!  work  of  supervising  the  operation  and  development  of 
public  utility  properties. 
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Q.  You  are  familiar,  therefore,  from  long  personal  ex¬ 
perience,  with  all  phases  of  the  activities  of  the  Stone  & 
Webster  organization?  A.  I  am. 

Q.  Have  you  seen  the  Report  of  March  4,  1939  by  An¬ 
drew  W.  Wilcox,  Chief  Examiner  of  Accounts  of  the  Fed¬ 
eral  Power  Commission,  on  overhead  charges  and  fees  of 
the  Stone  &  Webster  organization  included  in  the  amounts 
claimed  as  cost  of  the  Rock  Island  project  to  May  31, 1933? 
A.  I  have. 

Q.  I  should  like  to  call  your  attention  to  the  items  en¬ 
titled  “Cessation  Salaries”,  “Beneficial  Payments”,  “ Em¬ 
ployees  7  [R.  p.  1382]  Welfare”,  “Entertainment”,  “Pub¬ 
licity — Stone  &  Webster  Journal  and  Travel  Expense” 
which  have  been  recommended  for  elimination  from  the 
overhead  expenses  of  the  Stone  &  Webster  Engineering 
Corporation  and  the  Stone  &  Webster  Service  Corporation 
on  pages  33  and  94  of  his  report  and  ask  you  to  state  why 
in  your  opinion  such  expenses  form  an  essential  part  of  the 
overhead  expenses  properly  chargeable  to  the  Rock  Island 
project  in  connection  with  the  cost  of  the  services  rendered 
to  the  project  by  these  two  organizations.  A.  From  my 
earliest  connection  with  the  Stone  &  Webster  organization 
it  was  the  aim  and  policy  of  Stone  &  Webster  and  all  of  its 
branches  to  develop  the  highest  degree  of  efficiency  among 
the  employees  of  all  departments  by  organized  active  inter¬ 
est  in  the  personal  progress  of  each  member  of  the  organiza¬ 
tion.  The  effort  was  constantly  made  to  avoid  trying  to  put 
square  pegs  in  round  holes  by  finding  the  line  where  men 
could  be  most  effective  in  their  work,  by  broadening  their 
experience  by  transferring  them  from  one  company  to  an¬ 
other,  by  showing  a  continuing  interest  in  each  man’s  prog¬ 
ress  from  year  to  year  and  by  thus  creating  for  all  members 
of  the  organization  a  broad  field  of  opportunity  for  a  satis¬ 
factory  life  career.  Part  of  this  policy  involved  the  dis¬ 
semination  of  information  as  to  the  movements  and  activi¬ 
ties  of  various  members  [R.  p.  1383]  of  the  farflung 
organization  to  all  members  thereof  performed  largely 
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through  the  Stone  &  Webster  Journal.  The  effect  of  all 
these  activities  by  the  Stone  &  Webster  organization  was 
to  produce  a  feeling  of  security,  loyalty  and  enthusiasm  pro¬ 
ductive  of  the  highest  efficiency  which  was  in  my  opinion 
worth  much  more  in  the  tangible  results  produced  then  the 
cost  of  producing  them.  In  this  manner  not  only  was  greater 
individual  efficiency  produced,  but  also  an  esprit  de  corps 
and  ability  of  all  members  of  the  organization  to  work  to¬ 
gether  as  a  team,  which  anyone  familiar  with  business 
organization  recognizes  as  of  immense  value. 

•  •  •  •  • 

[R.  p.  1384]  Another  similar  item  with  special  reference 
to  the  Stone  &  Webster  Engineering  Corporation  is  con¬ 
tingent  salaries,  marked  in  parenthesis  with  the  word 
“Bonus”,  the  word  “Bonus”  chosen,  seeming  to  indicate 
some  sort  of  unnecessary  handout. 

Instead  of  that  it  is  a  real  feature  of  economy  both  in 
cost  and  efficiency.  It  means  that  men  of  the  highest  degree 
of  skill  and  experience  can  be  employed  at  a  salary  substan¬ 
tially  less  than  they  would  normally  expect  for  their  ser¬ 
vices  with  the  provio  that  vrhen  business  was  especially 
active  they  would  participate  in  such  activity. 

This  has  the  two-fold  effect  of  reducing  overhead  costs 
when  business  is  slack  and  of  furnishing  an  incentive  to  the 
most  strenuous  efforts  to  help  develop  the  business  so  as  to 
participate  in  the  increased  prosperity  resulting  therefrom. 

It  seems  to  me,  therefore,  particularly  inopportune  to 
eliminate  this  item  from  the  general  overhead  of  the  Engi¬ 
neering  Corporation  because  its  over-all  tendency  is  to  save 
expense  rather  than  to  increase  it  and  to  improve  efficiency 
rather  than  the  reverse. 

Q.  You  believe,  therefore,  Mr.  Kellogg,  based  on  your 
[R.  p.  1385]  many  years’  connection  with  the  Stone  &  Web¬ 
ster  organization,  that  the  items  of  overhead  expense  re¬ 
garding  which  you  have  testified  represent  a  real  and 
tangible  value  to  the  Rock  Island  project?  A.  I  do. 
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Q.  Mr.  Kellogg,  you  have  made  no  comment  on  New 
Business  Salaries,  Investigation  and  Advertising.  Would 
you  care  to  do  so  at  this  time?  A.  I  have  not  discussed  these 
points  because  I  think  they  were  so  fully  covered  by  Mr. 
Taylor  in  his  testimony  as  being  necessary  to  the  mainte¬ 
nance  of  a  strong  and  efficient  going  concern. 

With  Mr.  Taylor’s  conclusions  I  fully  concur,  but  have 
not  elaborated  on  them  because  I  was  addressing  myself  to 
the  matters  in  general  organization  policy  with  respect  to 
the  members  of  the  organization  in  which  respect  I  feel 
that  the  Stone  &  Webster  organization  has  made  a  distinct 
contribution  to  construction  and  management  efficiency  in 
this  country  and  one  whose  cost  has  been  more  than  repaid 
in  the  results  obtained  by  the  men  they  have  developed 
under  it. 

•  •  #  •  * 

[R.  p.  1386]  C.  B.  TAYLOR 

a  witness  recalled,  having  been  previously  sworn,  was  ex¬ 
amined  and  testified  further  as  follows: 

Cross  examination  by  Mr.  Goetz: 

Q.  The  first  part  of  my  cross  examination  will  deal  with 
Stone  &  Webster  Engineering  Corporation  and  Stone  & 
Webster  Service  Corporation.  Later  I  will  take  up  the  two 
corporations  but  first  I  would  like  to  have  a  general  picture 
of  the  work  you  performed  in  preparing  these  reports,  your 
reports  being  exhibits  BB  and  CC.  Mr.  Taylor,  will  you 
please  state  your  first  connection  with  Stone  &  Webster 
organization?  A.  Back,  I  think  in  the  year  1933,  I  super¬ 
vised  the  audits  of  some  of  the  operating  companies  of  En¬ 
gineers  Public  Service  Company.  I  don’t  think  that  I  had 
anything  to  do  with  the  audit  of  the  accounts  of  Stone  & 
Webster,  Incorporated  at  that  time,  perhaps  not  until  some 
years  later. 

Q.  When  did  your  firm  first  become  connected  with 
Stone  &  Webster  organization?  A.  In  1931. 
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I  Q.  And  since  that  time  they  have  done  what  type  of 
[R.  p.  1387]  work  sir?  A.  They  have  conducted  annual 
i  audits  of  the  Stone  &  Webster,  Incorporated  and  its  sub¬ 
sidiary  companies. 

Q.  Mr.  Taylor,  when  was  the  first  suggestion  made  as 
to  the  probable  necessity  of  making  the  cost  study  which 
is  contained  in  Exhibits  BB  and  CC?  Perhaps  you  will 
wish  to  take  these  up  separately.  A.  Well,  I  haven’t  the 
exact  dates,  but  it  is  my  recollection  it  was  in  October 
1928  that  we  were — October  193S  that  we  were  requested 
to  make  the  first  examination  which  I  believe  related  to  the 
Engineering  Corporation. 

Q.  Can  you  tell  me  when  you  first  received  instructions 
to  proceed  with  that  cost  study? 

Mr.  Tucker :  I  have  the  letters  here.  Do  you  have  them, 
Mr.  Taylor? 

The  Witness:  No,  I  don’t  have  copies  of  these  letters. 

Mr.  Tucker:  Let  the  record  show  I  handed  the  witness 
two  of  his  own  files  to  refresh  his  recollection  or  whatever 
they  may  do. 

The  Witness:  The  instructions  with  regard  to  Stone  & 
i  Webster  Engineering  Corporation  covering  Suspension  5, 
No.  121,  No.  122  and  No.  209  were  sent  us  by  a  letter  from 
Mr.  Kellogg  on  September  7,  1938. 

[R.  p.  1388]  By  Mr.  Goetz: 

Q.  May  I  ask  a  question  there?  Mr.  Kellogg  at  that 
time  was  Vice  President  of  the  licensee  and  at  that  time 
he  sent  this  letter?  A.  I  think  that  is  correct.  This  letter 
is  not  signed;  it  is  a  copy  of  the  original. 

Q.  And  what  is  the  date  of  that,  please,  sir?  A.  Sep¬ 
tember  7, 1938. 

Q.  Will  you  read  that  letter  into  the  record,  please,  Mr. 
Taylor? 

Mr.  Tucker :  It  is  a  rather  long  letter  but  I  have  no  ob- 
i  jection  to  having  it  written  in  because  I  copied  from  Mr. 
i  Safeblade’s  report  all  the  comments  he  made  on  all  of  these 
subjects.  If  you  want  it  in,  go  ahead. 
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Mr.  Goetz:  Off  the  record. 

(Discussion  off  the  record.) 

Mr.  Goetz:  It  will  be  satisfactory  just  to  have  the  con¬ 
tents  of  the  letter  read,  excluding  the  exhibits. 

The  Witness:  (Reading:) 

September  7,  1938 

Messrs.  Lybrand,  Ross  Bros.  &  Montgomery 
90  Broad  Street 
New  York  City 

Dear  Sirs: 

There  has  been  served  on  Puget  Sound  Power  &  Light 
Company  a  copy  of  a  Report  on  the  Actual  Legitimate 
Original  [R.  p.  1389]  Cost  of  its  Rock  Island  Project  No. 
943 — Wash,  as  of  May  31,  1933,  by  A.  R.  Safeblade,  Ex¬ 
aminer  of  Accounts  and  Eugene  Logan,  Senior  Hydro¬ 
electric  Engineer,  both  of  the  staff  of  the  Federal  Power 
Commission.  Puget  Sound  Power  &  Light  Company  ex¬ 
pects  to  file  a  protest  to  certain  items  which  are  by  the 
Report  suspended. 

With  respect  to  certain  of  said  suspended  items  which 
have  to  do  with  charges  made  by  Stone  &  Webster,  Inc. 
and/or  Stone  &  Webster  Engineering  Corporation,  it  is  de¬ 
sired  that  your  firm  shall  make  an  investigation  and  report 
and  furnish  appropriate  evidence  with  respect  thereto  at 
a  hearing  which  the  Federal  Power  Commission  is  required 
to  hold  as  a  consequence  of  the  protest  by  Puget  Sound 
Power  &  Light  Company  which  is  to  be  filed  as  aforesaid. 

There  are  listed  below  the  suspended  items  which  for 
identification  and  convenience  of  reference  are  given  pri¬ 
marily  the  numbers  to  be  contained  in  the  protest,  and 
secondarily,  the  suspension  numbers  shown  on  the  ‘‘Sum¬ 
mary  showing  recommendation  of  disposition  of  suspen¬ 
sions  of  Licensee’s  claimed  costs  of  the  Rock  Island 
Project  as  of  May  31,  1933”  in  the  Report.  As  to  each 
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i  such  suspended  item,  we  are  attaching  hereto  the  comments 
i  thereon  contained  in  the  Report  and  these  are  given  ap¬ 
propriate  exhibit  numbers  as  indicated  in  connection  with 
each  item. 

I  Such  suspended  items  are  as  follows : 

[R.  p.  1390]  5.  “Stone  &  Webster  Engineering  Corporation 
100  per  cent  overhead  on  certain  salaries,’ ’  suspension  No. 
5,  in  the  amount  of  $23,957.11.  For  comment  in  the  Report 
with  reference  to  this  item  see  Exhibit  A  hereto  annexed. 
No  recommendation  on  this  item  is  made  in  the  Report. 

As  you  will  see  from  Exhibit  A,  this  item  was  suspended 
apparently  because  it  constituted  an  arbitrary  percentage  to 
i  cover  assumed  overhead  costs.  It  is  desired  that  you  shall 
i  determine  the  “actual  and  necessary  overhead  expendi- 
i  tures”  which  were  incurred  in  connection  with  the  work 
1  under  the  two  Job  Orders  mentioned  in  Exhibit  A,  namely, 
Job  Order  No.  4260  “Investigation  of  Rock  Island  Develop¬ 
ment”  for  the  year  1928  and  Job  Order  No.  5398  “Prelim¬ 
inary  Engineering”  for  the  year  1929.  Note  that  the  direct 
i  costs  have  been  audited  by  the  Commission’s  staff  and  rec¬ 
ommended  for  allowance,  so  that  the  suspension  applies 
only  to  the  overhead  items  properly  associated  therewith, 
and  the  report  desired,  therefore,  is  to  be  limited  to  such 
overheads. 

27.  “Stone  &  Webster  Engineering  Corporation  6} 4 
1  per  cent  construction  fee, ’  ’  suspension  No.  121,  in  the  amount 
of  $663,328.64.  This  is  the  fee  for  construction  of  the  dam 
i  and  hydroelectric  plant  during  what  the  Report  refers  to  as 
the  “Postlicense”  period. 

The  Report  recommends  that  this  item  be  disallowed 
[R.  p.  1391]  for  the  reason  that  Stone  &  Webster  Engineer- 
i  ing  Corporation  was  under  common  control  with  Puget 
Sound  Power  &  Light  Company  during  the  construction 
period.  Under  these  circumstances  it  has  been  the  ruling 
of  the  Commission  that  no  more  should  be  allowed  than  the 
actual  “cost”  of  doing  the  work. 
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It  appears  from  the  decisions  of  the  Commission  that 
such  “cost”  includes  not  only  direct  cost  but  also  proper 
associated  overhead  items.  For  comment  in  the  Report 
with  reference  to  this  item  see  Exhibit  B  hereto  annexed. 
Accordingly,  it  is  desired  that  you  shall  determine  such 
“cost,”  that  is  the  direct  cost  and  “actual  and  necessary 
overhead  expenditures”  associated  therewith. 

28.  “Stone  &  Webster  Engineering  Corporation  fees 
for  operation  of  lands,  orchards  and  power  plant,”  suspen¬ 
sion  No.  122,  in  the  amount  of  $43,600.  This  also  relates  to 
the  “Postlicense”  period. 

The  Report  recommends  the  disallowance  of  this  item 
also  because  of  common  control.  For  comments  in  the  Re¬ 
port  with  reference  to  this  item  see  Exhibit  C  hereto  an¬ 
nexed.  As  you  will  see  from  the  exhibit,  this  item  of  $43,600 
includes  agreed  fixed  fees  as  follows:  (1)  $40,500  on  the  cost 
of  “Lands,  rights  of  way,  easements  or  other  rights”  ac¬ 
quired  or  to  be  acquired  by  the  contractor  for  the  Licencee’s 
Rock  Island  Project,  (2)  $1,700  for  Stone  &  Webster 
[R.  p.  1392]  Engineering  Corporation’s  services  in  connec¬ 
tion  with  orchard  operations;  and  (3)  $1,400  for  services 
in  connection  with  operation  of  the  plant  during  the  con¬ 
struction  period.  Here  again,  what  presumably  would  be 
allowed  would  be  the  cost  to  the  Stone  &  Webster  Engineer¬ 
ing  Corporation  for  doing  the  work  involved,  that  is  the 
direct  cost  and  the  actual  and  necessary  overhead.  It  is 
such  “cost”  that  we  desire  you  to  determine. 

37.  “Stone  &  Webster  Engineering  Corporation  6% 
per  cent  construction  fee,”  suspension  No.  209,  in  the  amount 
of  $68,900.33.  This  relates  to  the  construction  fee  in  con¬ 
nection  with  the  construction  of  the  transmission  line  dur¬ 
ing  the  “Postlicense”  period. 

The  Report  recommends  this  item  for  disallowance  also 
on  account  of  common  control.  For  comment  in  the  Report 
with  reference  to  this  item  see  Exhibit  D  hereto  annexed. 
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Here  again  presumably  the  Commission  would  allow  cost, 
including  actual  and  necessary  overhead  expenditures  and 
it  is  desired  that  you  shall  determine  such  cost. 

Very  truly  yours. 

Mr.  Tucker:  And  that  letter  was  signed  by  Mr.  Kellogg 
as  Vice  President? 

The  Witness:  Yes,  as  Vice  President. 

[R.  p.  1393]  By  Mr.  Goetz : 

Q.  Of  the  licensee?  A.  Vice  President  of  the  licensee. 

Q.  Now,  Mr.  Taylor,  will  you  refer  to  the  instructions 
from  the  licensee  with  regard  to  your  cost  study  of  Stone 
&  Webster  Service  Corporation  overheads?  A.  This  is  a 
letter  from  the  licensee  dated  September  8, 1938,  addressed 
to  Messrs.  Lybrand,  Ross  Bros.  &  Montgomery,  90  Broad 
Street,  New  York  City. 

Dear  Sirs: 

Referring  again  to  the  Report  on  the  Actual  Legitimate 
Original  Cost  of  the  Rock  Island  Project  of  Puget  Sound 
Power  &  Light  Company  mentioned  in  our  letter  to  you 
of  September  7th,  there  are  certain  other  items  involving 
i  charges  to  the  claimed  cost  of  such  Project  by  Stone  & 
Webster  Service  Corporation  with  respect  to  which  also 
(in  addition  to  those  matters  referred  to  in  our  letter  of 
September  7th)  we  desire  your  firm  to  make  an  investiga¬ 
tion  and  report,  and  also  furnish  appropriate  evidence  at 
the  hearing  before  the  Federal  Power  Commission  also 
mentioned  in  our  letter  to  you  of  September  7th.  The  sus¬ 
pended  items  involving  Stone  &  Webster  Service  Corpo¬ 
ration  are  listed  below.  For  identification  and  convenience 
of  reference  they  are  given  primarily  the  numbers  to  be 
contained  in  the  protest  which  is  to  be  filled,  and 
[R.  p.  1394]  secondarily  the  suspension  numbers  shown  on 
i  the  “Summary  showing  recommendation  of  disposition  of 
suspensions  of  Licensee’s  claimed  cost  of  the  Rock  Island 
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Project  as  of  May  31,  1933’  ’  in  the  Report.  As  to  each 
such  suspended  item,  we  are  attaching  hereto  the  comments 
thereon  contained  in  the  Report  and  these  are  given  appro¬ 
priate  exhibit  numbers  as  indicated  in  connection  with  each 
item.  Such  suspended  items  are  as  follows:  6.  “Stone  & 
Webster  Service  Corporation  Management  Fees/’  sus¬ 
pension  No.  6,  in  the  amount  of  $23,384.44.  For  comment 
in  the  Report  with  reference  to  this  item  see  Exhibit  X 
hereto  annexed.  As  you  will  see  from  Exhibit  X  this 
charge  relates  to  the  “Prelicense”  period.  No  recom¬ 
mendation  on  this  item  is  made  in  the  Report.  The  reason 
for  the  suspension  is  shown  in  Exhibit  X  hereto  annexed. 
What  we  desire  you  to  determine  in  this  connection  is  the 
cost  of  the  work  included  in  this  item  plus  the  actual  and 
necessary  overheads  associated  therewith.  29.  “Stone  & 
Webster  Service  Corporation  Management  Fees,”  sus¬ 
pension  No.  123,  in  the  amount  of  $73,049.64.  For  comment 
in  the  Report  with  reference  to  this  item  see  Exhibit  Y 
hereto  annexed.  This  charge  relates  to  the  construction 
of  the  dam  and  hydro-electric  plant  in  the  “Postlicense” 
period.  No  [R.  p.  1395]  recommendation  on  this  item  is 
made  in  the  Report.  The  reason  for  the  suspension  is 
shown  in  Exhibit  Y  hereto  annexed.  What  we  desire  vou 
to  determine  in  this  connection  is  the  cost  of  the  work  in¬ 
cluded  in  this  item  plus  the  actual  and  necessary  overheads 
associated  therewith.  38.  “Stone  &  Webster  Service 
Corporation  Management  Fees  $5,303.29.”  For  comment 
in  the  Report  with  reference  to  this  item  see  Exhibit  Z 
hereto  annexed.  This  charge  relates  to  the  construction 
of  the  transmission  line  in  the  “Postlicense”  period. 
No  recommendation  on  this  item  is  made  in  the  Report. 
The  reason  for  the  suspension  is  shown  in  Exhibit  Z  hereto 
annexed.  What  we  desire  you  to  determine  in  this  connec¬ 
tion  is  the  cost  of  the  work  included  in  this  item  plus  the 
actual  and  necessary  overheads  associated  therewith. 

Very  truly  yours, 

Puget  Sound  Power  &  Light  Company 
By  C.  W.  Kellogg,  Vice  President. 
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By  Mr.  Goetz: 

Q.  Mr.  Taylor,  did  these  two  letters  of  September  7, 
1938  and  September  8,  1938  constitute  your  entire  instruc¬ 
tions  with  regard  to  your  cost  study?  A.  Yes,  they  do. 
Excuse  me,  are  we  talking  about  the  Engineering  or  both? 

Q.  Both,  sir.  [R.  p.  1396]  A.  No,  they  constitute  my 
entire  instructions  only  with  regard  to  the  Engineering 
Corporation. 

Q.  Were  there  other  instructions  with  regard  to  the 
Service  Corporation?  A.  Yes,  there  were. 

Q.  Can  you  give  reference  to  those,  sir? 

Mr.  Tucker:  Off  the  record. 

(Discussion  off  the  record.) 

The  Witness:  Yes,  there  was  a  further  letter  dated  Janu¬ 
ary  5,  1939. 

By  Mr.  Goetz: 

Q.  And  that  is  the  letter  contained  in  the  so-called  Wil¬ 
cox  Report  which  has  been  referred  to,  shown  therein  at 
page  74,  is  it,  sir?  A.  That  is  so. 

Q.  Were  any  oral  instructions  given  to  you?  A.  The 
oral  instructions  were  not  given  to  me  on  this  matter.  If 
there  were  any  oral  instructions  given,  they  were  given  to 
Mr.  Staub  to  whom  this  letter  is  addressed. 

Q.  Do  you  know  whether  or  not  any  were  given  to  Mr. 
Staub?  A.  I  know  that  Mr.  Staub  had  conferences  with  Mr. 
Barnes,  the  writer  of  this  letter,  and  he  did  discuss  with  Mr. 
Barnes  and  I  believe  with  Mr.  Kellogg,  the  basis  upon 
[R.  p.  1397]  which  the  report  of  the  Stone  &  Webster  Ser¬ 
vice  Corporation  was  prepared. 

Q.  And  that  was  after  you  had  received  the  letter  of 
instructions  of  September  8,  1938,  sir?  A.  September  8th 
or  October  8th? 

Mr.  Tucker:  What  is  your  answer? 


287 


(C.  B.  Taylor ,  Licensee,  Cross,  Cont’d.) 

The  Witness:  I  wanted  the  date  of  that  letter. 

Mr.  Tucker:  September  8th. 

The  Witness :  It  was  after  that. 

By  Mr.  Goetz: 

Q.  And  do  you  know  of  any  oral  instructions  being  given 
with  regard  to  the  report  on  Stone  &  Webster  Engineering 
Corporation?  A.  No,  I  do  not. 

Q.  Do  you  consider  the  written  instructions  contained 
in  the  letters  of  September  7th  and  8th  in  any  way  incom¬ 
plete?  A.  No,  I  do  not. 

Q.  Particularly  with  regard  to  the  meaning  of  the  phrase 
“plus  the  actual  and  necessary  overheads  associated  there¬ 
with.  ”  A.  No,  I  do  not. 

Q.  What  was  and  is  your  understanding  of  the  words 
“actual”  and  “necessary”  and  “associated”  as  used  in 
such  phrase?  [R.  p.  1398]  A.  It  is  my  understanding  that 
those  qualifications  would  mean  a  proper  segregation  of 
the  overhead  of  the  Engineering  Corporation  which  would 
relate  to  these  particular  items. 

Q.  When  you  say  “proper  segregation”  what  do  you 
mean  by  that,  sir?  A.  Well,  speaking  from  an  accounting 
standpoint  I  mean  a  proper  allocation  of  the  overhead  to 
the  particular  job  numbers  that  are  concerned  in  this  cost 
study. 

Q.  Were  you  specifically  instructed  that  this  cost  study 
was  to  be  governed  by  the  Federal  Power  Commission’s 
requirements  as  to  cost  determination? 

Mr.  Tucker:  I  think  the  letters  speak  for  themselves  on 
that  subject.  They  have  been  read  into  the  record.  I  object 
to  the  question. 

Mr.  Shannon:  He  has  testified  there  were  certain  oral 
instructions  in  addition  to  the  written  instructions. 

Mr.  Tucker:  Ask  if  the  oral  instructions  related  to  that 
matter.  If  he  says  they  did  I  will  have  no  objection. 
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By  Mr.  Goetz: 

Q.  Were  the  oral  instructions  which  you  received,  Mr. 
Taylor,  to  the  effect  that  this  cost  study  was  to  be  governed 
by  the  Federal  Powrer  Commission  ’s  requirements  as  to  cost 
determination?  A.  No,  they  were  not. 

Q.  To  what  extent,  if  any,  did  you  participate  in 
[R.  p.  1399]  the  preparation  of  this  cost  study?  When  I 
say  “this  cost  study,’ ’  I  refer  to  both  the  Engineering  Cor- 
I  poration  and  the  Service  Corporation.  A.  I  was  the  mem¬ 
ber  of  our  firm  who  received  the  original  letters  from  Mr. 
Kellogg  that  I  have  read  into  the  record,  and  I  discussed 
i  those  letter  at  the  time  with  Mr.  Kellogg  and  with  Mr. 
Tucker,  and  made  arrangements  with  our  Boston  office  to 
proceed  with  the  examination  of  the  records  of  Stone  & 
i  Webster  Engineering  Corporation  and  Stone  &  Webster 
1  Service  Corporation.  The  representative  of  our  Boston 
office  who  conducted  the  actual  examination  made  several 
trips  to  our  New  York  office  after  he  had  proceeded  with  his 
examination  to  some  extent,  and  he  discussed  his  findings 
there  with  me  and  also  with  Mr.  Staub,  a  member  of  my 
firm.  We  also  had  further  discussions  from  time  to  time 
with  Mr.  Kellogg  and  Mr.  Tucker.  Later  on  I  made  a  visit 
i  to  Boston  myself  and  examined  the  records  of  the  two  cor¬ 
porations  and  discussed  with  the  member  of  our  Boston 
i  office  who  made  the  examination  of  the  records,  his  findings, 
and  I  have  also  discussed  these  findings  with  officers  and 
employees  of  the  two  corporations  involved. 

Q.  To  what  extent  have  you  familiarized  yourself  with 
the  working  papers  used  in  compiling  these  reports? 
[R.  p.  1400]  A.  I  have  been  all  through  those  working 
papers  rather  completely. 

Q.  Do  you,  therefore,  consider  yourself  sufficiently 
familiar  with  the  report  and  the  supporting  papers  to 
testify  to  the  findings  of  the  report?  A.  I  do. 

I  Q.  To  what  extent  if  at  all  did  the  Stone  &  Webster 
organization  or  the  licensee  participate  in  these  decisions 
governing  the  elimination  or  inclusion  of  particular  items 
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of  recorded  overhead  expenses  in  these  two  reports?  A. 
I  think  that  the  items  of  exclusion  and  other  items  of  which 
we  had  any  question  at  all,  were  discussed  with  the  Stone 
&  Webster  organization  and  from  those  discussions  we 
reached  the  conclusion  that  the  items  shown  on  page  12 
of  our  report  on  the  Engineering  Corporation  and  page  9 
of  our  report  on  the  Service  Corporation  were  excluded. 

Q.  Mr.  Taylor,  do  you  know  whether  or  not  they  pro¬ 
posed  any  eliminations  which  were  not,  in  fact,  included 
in  the  eliminations  stated  in  this  report?  By  “they”  I 
mean  the  firm.  A.  Yes,  I  think  there  was  one  item,  an 
item  which  Mr.  Stevens  suggested  he  didn’t  know  whether 
it  was  a  proper  item  or  not,  and  we  discussed  it  with  him 
and  felt  it  was  such  an  item  as  should  be  included  in  the 
overhead  expense  for  that  corporation.  That  is  the  only 
item  I  recall. 

[R.  p.  1401]  Mr.  Tucker:  Mr.  Stevens  is  the  treasurer  of 
Stone  &  Webster  Engineering  Corporation?  A.  That  is  so. 

By  Mr.  Goetz: 

Q.  Was  the  Stone  &  W^ebster  organization  advised  by 
your  firm  of  the  proposed  eliminations  prior  to  the  prep- 
artion  of  the  preliminary  drafts  of  the  reports?  A.  On 
the  Service  Corporation,  which  is  the  only  corporation  on 
which  we  made  a  preliminary  draft  report,  there  were  ex¬ 
clusions  there  and  it  would  be  my  assumption  that  the 
Stone  &  Webster  organization  knew  about  those  exclusions 
at  the  time. 

Q.  When  I  refer  to  the  preliminary  drafts,  Mr.  Taylor, 
I  refer  to  those  drafts  which  were  supplied  to  Mr.  Wilcox 
when  he  undertook  to  examine  your  audit.  I  believe  he 
was  supplied  with  those  drafts  quite  early  in  the  year.  A. 
Well,  I  think  with  regard  to  the  Engineering  Corporation 
the  preliminary  draft  was  the  same  as  the  final  draft,  but 
on  the  Service  Corporation  the  preliminary  draft  was  dif¬ 
ferent  than  the  final  report. 
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Q.  Mr.  Taylor,  did  you  submit  the  prelimary  drafts  to 
the  Stone  &  Webster  organization?  A.  Mr.  Staub  of  our 
firm  actually  submitted  them  and  I  think  they  were  sub¬ 
mitted  to  Mr.  Tucker. 

Mr.  Tucker:  I  wish  you  would  tell  the  whole  story. 

[R.  p.  1402]  Wouldn’t  you  like  it? 

Mr.  Goetz:  Yes,  sir. 

Mr.  Tucker:  I  don’t  want  suspicion  cast  on  me.  I  think 
it  would  be  a  very  good  thing.  We  frankly  did  suggest 
that  they  use  a  method  and  they  thought  another  method 
ought  to  be  followed  and  I  would  like  you  to  tell  what  the 
difference  was. 

The  Witness :  I  see.  There  is  a  distinction  between  the 
tentative  draft  of  the  Stone  &  Webster  Service  Corporation 
report  and  our  final  report  on  Stone  &  Webster  Service 
Corporation.  We  had  prepared  the  tentative  report  on 
the  theory  of  determining  the  percentage  profit  from  year 
to  year  involved,  and  applying  that  percentage  to  the  dol¬ 
lar  amounts  that  were  suspended. 

Mr.  Tucker:  In  other  words,  you  did  just  what  Mr. 
Wilcox  does  in  his  report? 

The  Witness:  Exactly  the  same  thing. 

Mr.  Tucker :  Now,  go  ahead. 

The  Witness:  Then,  in  the  discussion  of  that  prelimi¬ 
nary  report  with  Mr.  Tucker  and  I  think  Mr.  Kellogg  and 
possibly  Mr.  Barnes,  we  were  informed  that  under  the 
Commission  rules,  that  such  a  report  based  on  general 
averages,  general  percentages,  would  not  be  considered 
and  it  would  have  to  be  based  on  a  time  study  or  some 
other  method  which  would  produce  [R.  p.  1403]  an  equit¬ 
able  result,  and  in  consequence  of  that  decision  Mr.  Barnes 
supplied  us  with  a  memorandum  of  the  hours  of  his  time 
that  were  devoted  to  the  Rock  Island  Project  during  the 
period,  and  we  followed  that  theory  through  in  preparing 
and  submitting  the  final  report. 

Mr.  Tucker:  That  clears  up  the  record  as  far  as  I  am 
concerned. 
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By  Mr.  Goetz: 

Q.  Mr.  Taylor,  what  study  did  your  firm  make  of  the 
requirements  of  the  Federal  Power  Commission  prior  to 
undertaking  these  studies?  A.  Well,  I  can’t  answer  for 
the  member  of  my  firm,  Mr.  Staub,  -who  originally  was  hand¬ 
ling  this  engagement.  I  don’t  know  what  studies  he  made 
of  the  Federal  Power  Commission’s  requirements. 

Mr.  Tucker:  I  would  like  an  explanation  at  this  point 
of  why  Mr.  Staub  isn ’t  here. 

The  Witness:  Mr.  Staub  was  taken  quite  ill  about  a 
month  ago  and  he  had  to  leave  the  office  and  take  an  ex¬ 
tended  holiday  and  that  is  the  reason  that  I  have  stepped 
into  this  case  now-  and  to  rejoin  my  familiarity  with  it  in 
order  that  I  might  testify  at  this  hearing. 

By  Mr.  Goetz: 

Q.  Have  you  seen  any  indication  in  the  records  of  your 
firm  to  the  effect  that  a  study  had  been  made  of  the  [E. 
p.  1404]  requirements  of  the  Federal  Power  Commission 
as  to  such  cost  studies,  cost  determinations?  A.  No,  I  have 
not. 

Q.  Will  you  now,  please,  describe  step  by  step  the 
process  by  which  it  was  finally  decided  to  eliminate  or  in¬ 
clude  particular  items  of  overhead  expense?  A.  We  con¬ 
sidered  in  the  first  place  that  we  were  trying  to  ascertain 
the  cost  of  services  performed  and,  we  considered  the  item 
of  overhead  expense  in  the  light  of  a  going  concern,  and  all 
the  expenses  that  would  be  necessary  in  maintaining  and 
perpetuating  a  going  concern  rendering  services,  and  we 
reached  the  conclusion  that  with  the  few  exceptions  noted 
in  page  12  that  the  expenses  the  overhead  expenses  recorded 
on  the  corporation’s  books  and  authorized  by  its  manage¬ 
ment,  was  all  properly  includable  as  a  part  of  the  overhead 
expense  of  the  corporation  assignable  to  its  various  projects. 
There  was  one  item  we  had  considerable  doubt  in  our  minds 
about,  and  that  was  the  provision  for  Federal  income  taxes. 
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In  a  normal  cost  study  we  would  not  consider  at  all  that 
Federal  income  tax  is  a  proper  part  of  overhead  cost,  but 
in  this  particular  case  where  the  cost  is  being  ascertained 
in  connection  with  a  possible  repurchase  of  a  project  by 
the  Federal  government,  there  was  some  question  in  our 
mind  as  to  wrhether  under  such  circumstances  Federal  in¬ 
come  [R.  p  1405]  taxes  should  not  properly  be  the  cost  of 
that  preject,  but  because  there  was  this  doubt  in  our  minds 
we  decided  that  in  the  end  we  would  eliminate  them  and 
throw’  them  out. 

Q.  Will  you  now  indicate  the  steps  by  w’hich  you  de¬ 
cided  to  eliminate  this  Federal  income  tax  and  also  indicate 
w*ho  participated  in  that  determination?  A.  So  far  as  our 
firm  is  concerned,  Mr.  Staub  wThom  I  previously  mentioned 
with  our  New  York  office,  and  Mr.  Perry  of  our  Boston  of- 
fce,  also  a  member  of  the  firm,  and  myself,  jointly  dis¬ 
cussed  that. 

Q.  And  what  v*as  the  process  you  used  in  deciding  to 
eliminate  that?  A.  Simply  because  we  felt  that  it  would 
be  unusual,  very  unusual  to  include  Federal  income  tax  in 
a  cost,  but  because  of  the  doubt  on  that  particular  subject 
we  thought  that  it  w’ould  be  better  to  exclude  it  in  this  par¬ 
ticular  instance  because  circumstances  such  as  these  are 
not  often  met  with  in  cost  studies  made  by  accountants. 

Q.  Who  else  besides  you  and  Mr.  Staub  and  the  Boston 
office  man — I  have  forgotten  w’hat  name  you  mentioned — 
A.  Mr.  Perry. 

Q.  Mr.  Perry  participated  in  that  decision  to  eliminate 
that  item?  A.  In  any  conferences  that  I  attended  or  any 
discussions  that  I  knowr  about,  those  were  the  parties  that 
had  [R.  p  1406]  the  discussions. 

Q.  Mr.  Taylor,  what  is  your  understanding  of  an  in¬ 
dependent  audit  as  that  term  is  used  in  the  accounting  pro¬ 
fession?  A.  It  is  an  audit  that  is  made  by  an  accountant 
in  which  he  uses  his  independent  judgment  as  to  the  meth¬ 
ods  he  pursues,  and  the  conclusions  that  he  finds. 
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Q.  To  what  extent  mav  the  firm  whose  books  are  being 
examined,  participate  in  the  audit,  without  affecting  the 
independence  of  the  audit?  A.  I  don’t  quite  understand 
what  you  mean  by  “participate  in  the  audit.” 

Q.  In  any  way,  instructions  as  to  the  procedure,  or  in¬ 
structions  as  to  what  should  be  included.  A.  They  cer¬ 
tainly  may  not  give  instructions  as  to  what  may  or  may 
not  be  included.  They  can  express  their  opinion  about  it 
but  the  auditor  should  exercise  his  own  independent  judg¬ 
ment  on  such  matters. 

Q.  The  next  portion  of  my  cross  examination,  Mr.  Tay¬ 
lor,  will  deal  with  suspensions  5,  121,  122  and  209.  Your 
cost  study  with  regard  to  those  suspensions  is  contained 
in  Exhibit  BB  and  relates  to  Stone  &  Webster  Engineering 
Corporation.  On  page  1174  of  the  transcript  which  con¬ 
tains  your  testimony  as  of  March  24,  1939,  you  were  asked 
if  you  were  [R.  p.  1407]  prepared  to  express  an  opinion 
as  to  the  propriety  and  fairness  of  including  in  the  distri¬ 
butable  overhead  the  items  tabulated  on  pages  5  and  6  of 
the  report  of  your  firm,  in  determining  the  cost  of  services 
rendered  in  respect  of  the  four  suspension  items  which 
have  heretofore  been  mentioned.  The  report  of  vour  firm 
there  means  the  report  on  the  Engineering  Corporation. 
You  then  stated  your  opinion.  Do  you  wish  to  enlarge 
upon  that,  Mr.  Taylor?  A.  No,  I  think  that  fairly  ex¬ 
presses  mv  opinion. 

R.  p.  1408]  Q.  On  page  5  of  Exhibit  BB  which  is  the  report 
concerning  the  Stone  &  Webster  Engineering  Corporation, 
reference  is  made  to  the  sum  of  $1,460,772.14,  which  sum 
represents  the  balance — salaries  and  additional  compen¬ 
sation  of  executives  and  employees  and  so  forth,  during 
the  year  1930.  Will  you  please  indicate  the  composition 
of  that  total  of  $1,460,772.14  as  between  contingent  salaries 
and  the  non-productive  kind?  A.  The  amount  of  con¬ 
tingent  salaries  included  in  that  item  is  $638,238.52.  The 
balance  amounts  to  $822,533.68. 
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Q.  What  in  turn  makes  up  the  total  of  $822,533.62  for 
non-productive  salaries?  A.  Do  you  wish  me  to  list  them 
down  by  departments? 

Q.  Yes,  sir,  if  you  will,  please,  for  the  year  1930 — that 
is  the  year  1930.  A.  Engineer  and  design,  et  cereta,  $311,- 
169.81,  Executive,  $241,593.88,  Financial,  $50,107.36,  In¬ 
surance,  $12,370.15,  Auditing  $63,405.06,  Purchasing 
$135,757.36,  Mailing,  $7,430,  Employees’  "Welfare,  $700. 

Q.  Mr.  Taylor,  will  you  please  refer  now  to  page  1220 
of  the  transcript.  On  that  page  you  have  described  the 
contingent  salary  plan.  On  page  1221  you  have  stated  that 
in  the  year  1930  contingent  salaries  totalling  $638,238.52 
amounted  to  13.4  per  cent  of  the  total  Boston  office  payroll. 
Do  you  think  that  this  is  a  proper  method  of  comparison 
[R.  p.  1409]  in  view  of  the  fact  that  only  122  employees 
and  officers  participated  in  the  contingent  salary  plan  in 
the  year  1930?  A.  My  thought  is  that  the  mention  of  the 
amount  of  contingent  salaries  alone  does  not  mean  very 
much  unless  you  measure  it  by  some  item  that  it  has  some 
relation  to,  and  for  that  reason  I  took  the  total  Boston 
office  payroll  in  order  that  the  measure  might  be  ascer¬ 
tained. 

Q.  What  was  the  average  number  of  employees  on  the 
Boston  office  payroll  in  1930?  A.  According  to  my  recol¬ 
lection  it  was  about  1,000. 

Q.  Well,  what  would  that  percentage  be  if  you  applied  it 
to  the  salaries  of  all  of  the  employees?  A.  About  12  per 
cent. 

Q.  What  is  the  relation  of  the  contingent  salary  to  the 
salary  of  the  122  who  participated  in  the  contingent  salary 
plan? 

Mr.  Tucker:  You  mean  the  relation  of  the  contingent  to 
the  base  salary: 

Mr.  Goetz:  That  is  right,  sir. 

The  Witness:  I  do  not  have  the  figure  for  the  entire 
122;  I  couldn’t  tell  you  offhand  what  the  relation  is  between 
the  contingent  and  the  base  salary.  It  is  possible  that  we 
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have  the  information  somewhere.  I  can  compile  it  and 
submit  it. 

Mr.  Tucker:  "We  have  the  information  right  here  in 
[R.  p.  1410]  Washington.  We  will  furnish  it. 

(Discussion  off  the  record.) 

By  Mr.  Goetz: 

Q.  Mr.  Taylor,  can  you  indicate  the  percentage  relation¬ 
ship  between  the  salary  and  the  contingent  salary  of  cer¬ 
tain  of  those  people  who  got,  we  will  say,  fairly  high  con¬ 
tingent  salaries  in  addition  to  their  regular  compensation? 
A.  I  can  do  that  as  to,  I  think,  the  first  five,  that  is,  the 
five  receiving  the  highest  amounts,  if  you  will  give  me  just 
a  few  moments  to  make  this  computation.  I  should  like  to 
correct  what  I  said.  I  have  those  receiving  the  six  highest 
amounts  in  the  aggregate.  The  total  fixed  salary  of  those 
six  employees  for  the  year  1930  was  $196,000;  the  contin¬ 
gent  salaries  they  received  was  $162,926,  or  a  total  of 
$358,926. 

Q.  What  is  that  percentage,  please,  Mr.  Taylor?  A.  Of 
the  total? 

Q.  Yes.  A.  The  contingent  salaries  paid  to  those  six 
employees  were  approximately  26  per  cent  of  the  total 
contingent  salaries  paid  in  that  year  and  included  in  this 
compilation. 

Q.  What  I  desire,  Mr.  Taylor,  is  the  relationship  of  the 
contingent  salary  to  the  base  salary  of  these  six  employees. 
A.  The  total  fixed  and  contingent  salaries  of  these  six  em¬ 
ployees  approximated  7  per  cent  of  the  total  Boston  office 
[R.  p.  1411]  payroll.  Do  I  understand  you  correctly? 

Q.  No,  sir.  If  you  take  the  base  salary  of  those  six 
people  and  also  take  the  contingent  salary  of  those  six 
people,  I  would  like  to  know  the  relationship  of  the  con¬ 
tingent  salary  of  those  six  to  the  base  salary  of  those  six? 
A.  All  right.  It  would  be  approximately  SO  per  cent. 

Q.  Mr.  Taylor,  do  you  know  on  what  basis  the  salary 
committee  distributed  the  contingent  salaries  to  individ¬ 
uals? 
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Mr.  Tucker:  Do  you  mean  for  the  year  1930? 

Mr.  Goetz :  That  is  right,  sir,  or — well,  answer  for  1930, 
first. 

The  Witness:  Well,  my  understanding  is  that  the  Sal¬ 
ary  Committee  assigned  or  divided  the  additional  com¬ 
pensation  into  so  many  parts  and  they  allocated  to  the 
various  employees  a  certain  number  of  those  parts.  That 
was  done  at  the  beginning  of  the  year,  as  I  understand  it. 

By  Mr.  Goetz: 

Q.  And  did  the  same  individuals  participate  from  year 
to  year,  do  you  know?  A.  Well,  I  understand  that  the 
individuals,  when  they  received  their  contingent  salary, 
received  a  letter  in  which  it  was  stated  in  the  letter  that 
they  w’ere  to  continue  on  the  contingent  salary  list  for 
another  year  or  if  they  were  not  to  continue  there  was  no 
reference  to  it.  Such  a  letter,  I  think,  was  introduced  into 
the  record. 

[R.  p.  1412]  Q.  Do  you  know  the  basis  which  would  be 
used  in  eliminating  a  person  from  that  list  who  was  to 
participate  in  the  contingency  salary  plan?  A.  The  basis 
to  be  used  to  eliminate  him? 

Q.  Yes.  Was  it  on  merit  that  he  was  granted  that  addi¬ 
tional  compensation  and  likewise,  for  delinquency  he  might 
not  be  included  the  following  year?  A.  I  don’t  think  I 
can  answer  that  question.  That  is  a  management  question. 

Q.  Would  it  have  been  possible  to  allocate  at  least  a 
part  of  the  contingent  salary  item  of  $638,238.52  in  the 
year  1930  to  specific  jobs?  A.  I  very  much  doubt  whether 
there  would  have  been  such  a  possibility  because  I  doubt 
whether  the  records  of  the  corporation  would  have  per¬ 
mitted  such  an  allocation  to  have  been  made  at  this  time. 

Q.  Did  you  consider  the  advisability  of  attempting  to 
do  that?  A.  No,  we  did  not.  We  felt  this  was  a  contingent 
salary  item  and  as  such  it  was  a  proper  part  of  the  over¬ 
head  to  follow  the  direct  payroll. 
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Q.  On  page  1225  of  the  transcript  you  have  stated  that 
the  additional  compensation  was  “a  very  distinct  salary.” 
I  ask,  then,  why  it  would  not  be  proper  to  include  the  same 
in  the  amount  chargeable  to  job  orders,  rather  than  classi¬ 
fying  [R.  p.  1413]  the  entire  amount  as  overhead  expense. 
A.  I  would  say  in  the  first  place  that  the  corporation  makes 
a  closing  of  its  accounts  on  a  monthly  basis  and  the  con¬ 
tingent  salaries  are  not  computable  until  the  close  of  the 
year.  I  think  that  would  be  one  reason  why  they  should 
be  considered  as  an  item  of  general  overhead.  I  would 
also  think  that  a  considerable  part  of  those  contingent  sal¬ 
aries  would  follow  the  base  salaries  of  the  employee  into 
the  overhead  category. 

Q.  In  calculating  the  per  diem  rate  to  be  used  in  charg¬ 
ing  time  of  employees  to  specific  jobs,  was  consideration 
given  to  the  relation  of  contingent  salary  to  fixed  salary? 
A.  If  I  understand  your  question  correctly,  I  think  it  is 
answered  by  the  fact  that  the  company  only  distributed 
its  direct  payroll  to  jobs,  unless  you  have  in  mind  the 
jobs  that  take  100  per  cent  overhead  of  salary,  if  that  is 
what  you  refer  to  as  the  per  diem  rate. 

Q.  No,  sir,  it  is  not. 

•  •  •  *  * 

[R.  p.  1415]  C.  B.  TAYLOR 

resumed  the  witness  stand  and,  having  been  previously 
sworn,  testified  on  behalf  of  the  Licensee  as  follows: 

Cross  Examination  ( resumed )  by  Mr.  Goetz: 

Q.  Mr.  Taylor,  I  wish  first  to  refer  to  pages  1228  and 
1229  of  the  transcript  of  testimony.  At  the  bottom  of  page 
1228  in  answer  to  the  question  you  answered:  “The  con¬ 
tingent  salaries  were  not  confined  to  officers  in  this  case. 
For  example,  the  year  1930,  in  which  the  highest  amount 
of  such  salaries  was  paid  during  the  period  of  January  1, 
1928  to  May,  1933,  the  following  groups  of  employees  par¬ 
ticipated  in  the  payment:  officers  19,  minor  executives  and 
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assistant  officers  18,  engineers  43,  field  construction  super¬ 
intendents  32,  field  accountants  7,  field  purchasing  agents 
3,  a  total  of  122  employees  of  which  only  19  are  officers/ ’ 
I  want  to  ask  again  why  would  it  not  be  proper  to  include 
certain  of  those  employees,  that  is,  the  contingent  salaries 
of  those  employees,  in  the  job  orders  rather  than  to  classify 
the  contingent  salaries  of  those  employees  as  overhead 
expense?  A.  I  think  generally  it  is  a  good  plan  to  make 
as  much  [R.  p.  1416]  payroll  direct  as  is  possible  for 
accounting  purposes,  but  there  are  certain  practical  busi¬ 
ness  limits  to  the  refinement  of  cost  accounting  procedure. 
In  this  case  it  had  never  been  the  practice  of  the  company 
to  include  contingent  salaries  in  its  direct  payroll  charges. 
I  understand  that  the  salaries  upon  which  its  fixed  fees 
were  based  to  clients  simply  comprehended  the  fixed  salary 
basis.  To  extend  their  cost  accounting  system  to  make  a 
direct  application  of  the  contingent  salaries  would  seem 
to  me  to  be  an  impractical  task.  For  instance,  as  I  have 
stated  before,  the  company  maintained  its  books  on  a 
monthly  basis  so  far  as  the  distribution  of  overhead  ex¬ 
penses  was  concerned.  Therefore,  if  it  wished  to  distrib¬ 
ute  the  contingent  salaries  for  the  year  1930  in  the  same 
manner  that  the  direct  payroll  of  the  employees  on  the 
contingent  payroll  w-as  treated,  no  effort  could  be  made  to 
make  such  distribution  until  the  amount  of  the  contingent 
payroll  was  known.  For  the  year  1930  during  the  month 
of  December  the  amount  of  the  contingent  payroll  for  the 
eleven  months  ended  November  30,  1930  would  be  known, 
but  the  amount  applicable  to  the  month  of  December,  1930 
would  not  be  known  until  November  30,  1931.  In  Decem¬ 
ber,  1931,  therefore,  the  company  would  have  been  in  a 
position  to  recompute  its  costs  for  each  of  the  months  of 
1930  by  following  these  steps :  [R.  p.  1417]  First,  it  would 
have  to  analyze  the  time  cards  of  all  employees  on  the 
contingent  payroll  for  the  year  1930  and  for  each  month 
of  the  year  1930  and  find  out  how  much  direct  salary  was 
charged  to  each  job.  It  would  then  have  to  find  how  much 
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of  the  total  net  earnings  on  which  the  contingent  salary 
was  based  applied  to  each  of  the  months  of  the  year  1930. 
It  would  then  have  to  find  what  amount  of  the  contingent 
payroll  was  then  applicable  to  each  of  the  employees  for 
each  of  the  months  in  1930  for  each  of  the  jobs  in  each 
month  in  which  they  were  employed.  After  applying  these 
contingent  salaries  in  this  way  to  each  of  the  employees  on 
the  contingent  payroll  to  each  job  in  which  they  were  en¬ 
gaged  for  each  month  of  the  year  1930,  the  balance  of  the 
applicable  salary  would  be  left  in  the  overhead  account 
and  the  rate  of  overhead  for  each  month  would  then  be 
recomputed.  At  this  point  it  would  then  be  possible  to 
get  a  recomputed  cost  of  jobs  on  the  basis  of  a  partial 
allocation  of  the  contingent  salaries  for  the  year  1930. 
Obviously  this  would  entail  a  very  large  accounting  ex¬ 
pense  to  the  company  without  corresponding  benefit.  A 
cost  svstem  of  almost  anv  business  todav  could  still  be 

m  m  •> 

more  refinded  than  it  is.  In  this  case,  that  is,  in  the  case 
with  which  we  are  dealing,  for  instance,  the  salaries  of 
[R.  p.  1418]  the  top  executive  down  to  the  office  boy,  or 
at  least  a  part  of  them,  perhaps,  could  be  more  directly 
assigned  to  a  job  if  each  employee  were  required  to  keep 
a  strict  accounting  of  each  hour  of  his  time.  In  a  similar 
way  the  expenses  could  be  allocated  more  directly  as,  for 
instance,  in  the  case  of  stationery  if  a  record  were  kept 
as  to  whom  each  letter  was  sent  and  the  application  of  the 
cost  of  writing  that  letter  were  made  to  a  particular  job, 
that  is,  if  the  application  of  the  cost  of  the  letter  istelf 
were  made  to  a  particular  job.  In  the  same  way  in  the 
mailing  department,  if  the  mailing  department  kept  a  rec¬ 
ord  of  each  postage  stamp  used  on  a  letter.  It  is  clear 
that  if  a  corporation  followed  these  requirements  to  get 
what  you  might  call  as  near  perfect  cost  as  possible  it 
would  be  in  business  but  a  very  short  time  because  of  the 
expense  involved  in  these  accounting  procedures. 

Q.  Is  it  not  true  that  an  estimate  for  contingent  salaries 
was  charged  to  overhead  expense  monthly?  A.  I  believe 
that  is  true. 
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Q.  And  the  same  amounts  could  have  been  charged  to 
jobs  monthly?  A.  As  I  understand  it,  the  amounts  of  the 
contingent  salaries  which  were  accrued  each  month  were 
strictly  an  estimate.  It  would  still  require  quite  an  amount 
of  work  to  [R.  p.  1419]  analyze  all  of  the  time  for  those 
employees  for  the  months  and  apply  even  such  an  estimate 
to  the  direct  payroll.  It  was  never  considered  desirable 
for  the  company  to  follow  this  practice  in  its  own  account¬ 
ing,  and  I  see  no  particular  benefit  to  be  gained  in  attempt¬ 
ing  to  make  such  estimates  for  the  purpose  of  direct  charge. 

Q.  The  next  question  I  have  may  be  one  which  is  beyond 
your  province,  Mr.  Taylor,  but  I  will  ask  it  anyway.  Do 
you  know  if  the  contingent  salary  plan  is  still  in  effect? 
A.  I  know  that  it  has  been  in  effect  since  this  period, 
although  I  do  not  think  it  has  been  effective  from  the  stand¬ 
point  of  the  employees.  I  don’t  know  whether  it  is  in  effect 
today  or  not,  but  I  believe  it  is. 

Q.  Mr.  Taylor,  what  eliminations  for  contingent  sal¬ 
aries  have  been  proposed  in  your  report  for  the  year  1930? 
A.  The  amounts  of  the  contingent  salary  accruals  which 
were  not  paid.  Or,  stating  it,  in  another  way,  the  only 
amounts  that  they  allowed  as  deductions  or  as  expense  are 
the  amounts  of  contingent  salaries  actually  paid. 

Q.  And  that  is  shown  on  page  12  of  Exhibit  BB.  Will 
you  please  explain  this  elimination?  A.  There  is  an  elimi¬ 
nation  of  $76,286.77  in  the  year  1930,  which  amount  had 
been  set  up  on  the  books  but  was  not  paid.  [R.  p.  1420] 
In  1932  there  was  a  similar  elimination  in  the  amount  of 
$2,282.82. 

Q.  The  next  item  of  overhead  expense  to  he  considered 
is  shown  on  page  5  of  your  report,  and  it  is  entitled 
i  “Branch  Office,  new  business  and  investigation  expense”. 
In  this  year  1930,  for  example,  this  class  of  expense 
amounted  to  $246,940.92.  Will  you  please  explain  the 
origin  and  nature  of  this  item  of  expense?  A.  This  ex¬ 
pense  covered  the  maintenance  of  branch  offices,  rent,  sal¬ 
aries  of  the  employees  in  those  offices,  travel  expenses, 
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telephone  and  the  overhead  items  relating  to  those 
offices,  also  the  cost  of  investigating  leads,  an  incident  to 
the  development  of  new  business. 

Q.  Will  you  indicate  the  location  of  each  of  the  branch 
offices  and  the  expenses  each  for  the  year  1930?  A.  I  do 
not  have  that  information  here  readily  available. 

Examiner  Marsh:  Is  that  information  available  here  in 
the  room? 

The  Witness:  I  am  sure  that  it  is,  Mr.  Examiner. 

I  might  say,  Mr.  Goetz,  that  in  making  this  study  natu¬ 
rally  we  do  not  keep  a  copy  of  the  corporation’s  accounts; 
we  pick  off  only  such  information  as  we  think  would  be  of 
interest  and  of  use  in  connection  with  this  hearing.  It  is 
quite  possible  I  might  not  have  the  detailed  information. 
[B.  p.  1421]  you  may  like  to  have  on  some  of  these  items. 

By  Mr.  Goetz: 

Q.  May  I  ask  you  if  it  is  correctly  set  forth  on  page  39 
of  the  Wilcox  report? 

By  Mr.  Tucker : 

Q.  Do  you  have  a  copy  of  Mr.  Wilcox’  report?  A.  I 
have  it  over  there  in  my  bag. 

Mr.  Tucker:  Well,  take  this  one. 

The  Witness:  Do  you  refer  to  any  particular  year,  Mr. 
Goetz? 

By  Mr.  Goetz: 

Q.  Yes;  I  refer  to  1930.  A.  In  1930  the  total  on  page 
39  of  Mr.  Wilcox’  report  is  correct. 

Q.  And  that  same  total  is  shown  on  page  40  of  Mr. 
Wilcox’  report,  isn’t  it?  A.  That  is  right. 

Q.  And  the  branch  offices,  according  to  that  statement 
of  Mr.  Wilcox’,  are  in  Boston,  New  York,  Chicago,  Phila¬ 
delphia,  Pittsburgh,  San  Francisco  and  Paris?  A.  That 
is  right. 
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Q.  And  then  it  shows  a  miscellaneous  column  showing 
i  a  total  of  $41,125.86  for  that  year?  A.  Yes,  sir. 
i  Q.  On  your  direct  testimony,  Mr.  Taylor,  you  explained 
[R.  p.  1422]  Paris  office  charges.  I  should  like  to  have  you 
state  further  the  association  between  these  charges  and  the 
Rock  Island  Project.  A.  The  association  of  those  charges 
to  my  mind  would  be  the  same  as  any  other  item  of  general 
overhead  expense  of  the  corporation  in  that  it  was  an 
i  organization  building  and  maintenance  expense.  The  cor- 
i  poration  was  seeking  all  of  the  time  to  obtain  new  business 
and  maintain  its  organization,  and  any  expense  that  went 
into  that  upbuilding  would  seem  to  me  to  be  a  proper  part 
of  the  general  overhead  expense  which  should  be  applied 
to  all  projects  that  were  in  hand  during  the  year. 

Q.  And  the  same  remarks  would  apply  to  the  New 
York,  Boston,  Chicago,  Philadelphia,  Pittsburgh  and  San 
Francisco  offices,  would  they?  A.  That  is  right. 

Q.  In  the  total  of  $246,940.92,  which  represents  the 
expense  of  branch  offices  during  the  year  1930,  there  is 
i  included  the  sum  of  $8,249.97  for  “Mexican  Power  Re- 
I  port”.  Will  you  please  explain  the  association  that  this 
has  to  the  Rock  Island  Project?  A.  I  don’t  know  of  my 
i  own  knowledge  what  that  item  refers  to,  so  it  would  be 
necessary  for  me  to  draw  on  my  imagination  to  answer 
your  question. 

Q.  Why  was  it  not  eliminated?  I  might  sav  that 
[R.  p.  1423]  according  to  my  information  this  sum  of 
i  $8,249.97  represented  50  per  cent  of  expense  in  connection 
1  with  Mexican  Hydro  Electric  Power  Report  billed  by 
Stone  &  Webster  and  Blodget,  Inc.  A.  I  have  some  dis¬ 
tant  recollection  now  of  talking  about  that  item,  but  I  am 
not  entirely  clear  about  it.  I  am  sure  that  I  ascertained 
at  that  time  that  the  Stone  &  Webster  Engineering  Cor¬ 
poration  obtained  some  benefit  from  that  particular  propo¬ 
sition,  so  that  it  would  bear  one-half  of  the  expense. 

Q.  Is  it  your  belief  that  that  benefit  would  pass  down 
to  the  Rock  Island  Project?  A.  It  is  my  belief  that  the 
|  Engineering  Corporation  benefited  by  the  expense  in  that 
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I  believe  it  was  endeavoring  to  spread  out  and  develop  its 
business  in  that  Mexican  region  and,  therefore,  that  the 
item  was  a  proper  part  of  the  overhead  expense,  a  part  of 
which  would  fall  upon  the  Rock  Island  Project  in  the  same 
manner  that  it  would  fall  upon  all  other  projects  of  the 
corporation  during  the  year  1930. 

Q.  I  am  also  informed,  Mr.  Taylor,  that  the  item  of 
traveling  and  living  expense  in  the  column  “Miscellaneous” 
contains  an  item  of  $3,024.71  for  expense  of  moving  Con¬ 
struction  Superintendent  H.  A.  Reed  and  family  from 
Buenos  Aires,  South  America,  to  New  York,  New  York. 
Can  you  explain  this  [R.  p.  1424]  expenditure?  A.  I  be¬ 
lieve  that  item  had  relation  to  business  the  company  was 
endeavoring  to  develop  in  Buenos  Aires,  and  when  the 
function  of  this  employee  there  had  ceased  he  was  brought 
back  to  the  United  States,  and  the  expense  of  moving  him 
back  would  naturally  fall  within  this  classification  of  the 
company’s  accounts. 

Q.  Mr.  Taylor,  I  am  informed  that  in  the  item  described 
as  “Consulting  Engineering  Ledger”  there  is  a  charge  of 
$5,29S.25  for  cost  of  investigation  account  merchandise 
mart  for  the  Terminal  Railroad  Association  of  St.  Louis, 
Missouri.  Do  you  know  if  this  business  was  secured  or  the . 
job  constructed?  A.  I  don’t  think  the  business  was  se¬ 
cured.  I  made  inquiry  on  that  point  recently  but  I  was 
not  able  to  entirely  satisfy  myself.  But  I  do  not  believe 
the  business  was  secured.  That  is  why  the  charge  fell 
again  into  this  research  and  investigation  account. 

Q.  What  eliminations  did  you  make  from  this  class  of 
expense  for  the  year  1930?  By  that  I  mean  branch  office, 
new  business  and  investigation  expense.  A.  The  last  item 
on  page  12  of  our  report,  Exhibit  BB,  entitled  “Other”  in 
the  amount  of  $2,500  for  the  year  1931  and  $6,000  for  the 
year  1932.  I  think  these  charges  were  in  the  investigation 
account. 

[R.  p.  1425]  Q.  But  there  was  nothing  in  1930?  A.  No, 
sir.  I  don’t  think  any  of  the  eliminations  we  made  from 
the  year  1930  came  from  that  account. 

*  *  •  •  * 
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Q.  Will  you  please  refer  now  to  page  59  of  Mr.  Wilcox 1 
report?  A.  Yes;  I  have  it. 

i  Q.  Is  that  correct  as  Mr.  Wilcox  has  set  it  up  in  the 
table  shown  in  the  middle  of  that  page?  A.  Yes;  I  believe 
that  is  correct. 

Q.  How  much  of  the  1930  charges  for  rent  were  billed 
by  Stone  &  Webster  Inc.?  A.  $228,155.08. 

Q.  Should  there  be  added  to  that  the  rent  for  photo¬ 
graphic  department  and  blueprint  department?  A.  Yes; 
i  I  believe  that  is  correct.  These  are  supposed  [R.  p.  1426] 
to  be  the  charges  to  the  rent,  light  and  heat  account,  that 
is,  the  amount  shown  on  page  59  of  the  report.  The  amounts 
allocated  to  the  blueprint  department  are  shown  on  page  63 
of  the  report. 

Q.  The  total  rent  billed  by  Stone  &  Webster  Inc.  is 
$236,299.57  is  it?  A.  I  believe  that  is  correct. 

Q.  How  was  this  charge  billed  by  Stone  &  Webster  Inc. 
in  1930?  A.  On  a  monthly  basis. 

Q.  Was  it  billed  on  a  square  foot  basis?  A.  Do  you 
mean  how  was  the  amount  computed? 

Q.  Yes;  that  is  right.  A.  I  believe  the  basis  of  the  rent 
was  fixed  in  accordance  with  the  space  occupied  by  the 
company  on  a  square  foot  basis. 

Q.  What  company  owned  the  49  Federal  Street  Build- 
i  ing  in  Boston  in  1930?  A.  The  49  Federal  Street  Building 
was  owned  by  the  Stone  &  Webster  Realty  Corporation. 

Q.  That  is  a  direct  subsidiary  of  Stone  &  Webster  Inc.? 
A.  Yes,  sir. 

Q.  Will  you  please  describe  the  lease  arrangement  for 
that  building?  A.  The  lease  was  made  between  Stone  & 
Webster,  Inc.,  [R.  p.  1427]  and  Stone  &  Webster  Realty 
Corporation,  and  the  various  affiliates  of  Stone  &  Webster 
'  Inc.,  which  occupied  the  building  were  subtenants  of  Stone 
i  &  Webster,  Inc.  The  rental  paid  by  the  subtenants  to 
Stone  &  Webster,  Inc.,  to  Stone  &  Webster  Realty  Corpo- 
i  ration  was  determined,  as  I  understand  it,  on  the  basis  of 
the  space  occupied  in  the  building  by  each  of  the  subtenants 
and  the  tenant  itself. 
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Q.  It  may  be  that  Mr.  Kellogg  can  answer  this  question 
better  than  you  can,  Mr.  Taylor  but,  nevertheless,  I  will 
ask  it  of  you.  Do  you  know  the  term  of  the  lease?  A.  No; 
I  do  not. 

Q.  Did  the  rent  charges  to  Stone  &  Webster  Engineer¬ 
ing  Corporation  in  1930  contain  an  element  of  inter¬ 
company  profit?  A.  They  did. 

Q.  What  is  that  amount?  A.  To  Stone  &  Webster,  Inc.? 

Q.  Yes.  A.  I  do  not  have  that  exact  amount. 

Q.  What  is  the  amount  that  is  eliminated?  A.  The 
amount  eliminated  was  $24,862.58,  which  is  the  amount  of 
profit  to  the  Stone  &  Webster  Realty  Corporation  appli¬ 
cable  to  the  rental  paid  by  Stone  &  Webster  Engineering 
Corporation. 

Q.  How  was  that  amount  calculated?  [R.  p.  1428]  A. 
That  was  calculated  on  the  basis  of  comparison  between 
the  rental  paid  by  Stone  &  Webster  Engineering  Corpora¬ 
tion  and  the  total  rental  paid  to  the  Realty  Corporation. 
That  ratio  was  applied  to  the  net  profit  of  the  Realty  Cor¬ 
poration. 

Q.  Did  you  examine  the  books  of  the  Stone  &  Webster 
Realty  Corporation  and  Stone  &  Webster  Inc.  in  arriving 
at  the  amount  of  inter-company  profit  proposed  for  elimi¬ 
nation?  A.  No;  we  did  not. 

Q.  How  was  the  information  supplied?  A.  We  were 
furnished  with  a  statement  of  the  income  and  expenses  of 
the  Realty  Corporation  for  the  years  involved  and,  of 
course,  from  the  vears  1931  on  we  had  audited  the  accounts 
of  the  Realty  Corporation. 

Q.  Did  you  know  if  Federal  Income  Taxes  paid  by  the 
Stone  &  Webster  Corporation  were  excluded  from  expenses 
in  the  calculation  which  was  used  in  determining  the  por¬ 
tion  to  be  eliminated  in  the  year  1930?  A.  No;  I  do  not 
have  that  computation  immediately  available  here,  although 
I  think  it  is  in  the  room. 

Mr.  Tucker:  Do  you  want  him  to  try  to  get  it? 

Mr.  Goetz:  Yes;  if  he  will,  please. 
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Mr.  Tucker:  Your  associate  advises  me  that  a  copy  of 
the  information  which  you  have  is  contained  on  page  61 
of  the  Wilcox  Report. 

[R.  p.  1429]  WTien  you  are  ready  to  answer  the  question, 
Mr.  Taylor,  will  you  please  proceed  with  your  answer. 

The  Witness:  The  statement  on  page  61  of  Mr.  Wilcox ’ 
report  shows  the  basis  of  the  elimination  of  the  profit  of 
the  Realty  Corporation  in  the  rental  paid  by  the  Engineer¬ 
ing  Corporation,  but  it  does  not  indicate  on  its  face 
whether  Federal  income  taxes  have  been  taken  into  con¬ 
sideration  in  making  this  elimination.  I  am  not  sure 
whether  the  figures  shown  in  the  second  column,  entitled 
“Dividends  paid,  5  per  cent  on  capital”,  are  exactly  what 
they  purport  to  be.  What  I  have  in  mind  is  that  these 
payments  may  have  been  more  in  the  nature  of  an  interest 
item  which  might  be  deductible  for  Federal  income  tax 
purposes,  so  that  there  might  be  no  Federal  income  tax 
for  these  particular  years. 

By  Mr.  Goetz: 

Q.  If  there  were  any,  should  they  be  eliminated?  A. 
Well,  that  comes  back  to  the  theory  that  I  was  discussing 
vesterdav,  that  there  is  a  considerable  doubt  in  my  mind 
whether  Federal  income  taxes  should  be  eliminated;  but 
for  the  sake  of  being  consistent  with  what  we  did  on  the 
Engineering  Report  I  should  say  that  they  should  be  elimi¬ 
nated  if  they  were  material  in  amount. 

Q.  I  am  informed  that  the  rent  to  Stone  &  Webster 
Engineering  Corporation  increased  approximately  $3,000 
between  the  month  of  February,  1930  and  March,  1930; 
and  I  [R.  p.  1430]  believe  that  increase  was  due  to  the 
additional  Federal  income  tax.  A.  I  have  no  knowledge 
of  that  point. 

Q.  Have  you  got  that  information  as  to  the  amount  for  . 
each  year?  A.  I  do  not  believe  we  have  that  information 
in  Washington. 
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Bv  Mr.  Tucker: 

* 

Q.  But  you  think  you  can  get  it?  A.  I  am  perfectly 
sure  of  it. 

Mr.  Tucker:  We  will  get  it  and  produce  it. 

By  Mr.  Goetz: 

Q.  A  matter  of  inter-company  rent  profit  brings  to  mind 
a  question  concerning  all  inter-companv  charges  for  joint 
facilities,  and  so  on,  which  amounted  to  substantial  sums. 
Was  there  an  examination  made  to  determine  if  such  other 
inter-company  items  were  billed  at  cost  or  at  a  figure  which 
might  include  profit?  A.  The  basis  of  inter-company 
charges  and  charges  for  use  of  joint  facilities  was  discussed 
with  officials  of  the  Engineering  Corporation  and  I  was 
informed  that  such  charges  were  billed  at  cost  in  general, 
and  that  the  allocation  of  the  cost,  that  is,  the  allocation 
between  affiliated  companies  of  the  cost  of  the  use  of  the 
joint  facilities  was  a  matter  of  negotiation  between  the 
officers  of  the  different  [R.  p.  1431]  corporations  concerned, 
and  each  corporation  was  naturally  desirous  to  see  that  the 
charges  assigned  to  it  were  no  more  than  fair.  So  in  a 
sense  there  was  a  measure  of  arms-length  relationship. 

Q.  What  test,  if  any,  was  made  as  to  the  equity  of  the 
allocation  of  such  items  as  joint  facilities  expense  of  Stone 
&  Webster  Inc.  to  its  various  affiliates,  which  included  Stone 
&  Webster  Engineering  Corporation  and  Stone  &  Webster 
Service  Corporation?  A.  Only  by  discussion  with  officials 
of  the  company  as  to  the  relative  use  of  the  various  fa¬ 
cilities  by  the  different  organizations  and  the  different 
organizations  that  participated  in  this  joint  use. 

Q.  Referring  again  to  page  5  of  Exhibit  BB,  the  next 
class  of  expense  is  that  for  advertising  which,  in  the  year 
1930  amounted  to  $109,360.73.  Will  you  describe  the  nature 
of  this  charge?  A.  The  general  nature  of  these  charges 
was  for  the  use  of  space  and  in  various  advertising 
mediums,  and  the  preparation  of  copy  therefor,  also  the 
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preparation  and  distribution  of  educational  films  as  to  the 
activities  of  the  Engineering  Corporation,  together  with 
such  other  expenses  as  would  be  incidental  to  the  operation 
of  an  advertising  department. 

Q.  I  refer  you  now,  Mr.  Taylor,  to  page  42  of  Mr.  Wil¬ 
cox’  Report.  The  following  items  are  shown  therein  for 
[R.  p.  1432]  the  year  1930 :  Conowingo,  the  sum  of  $1,171.16. 
Will  you  describe  this  item?  A.  I  would  assume  that  to 
be  the  cost  of  publicity  with  reference  to  a  project  in  which 
the  company  had  been  interested.  I  am  not  absolutely  sure 
on  that  point. 

Q.  Did  you  consider  its  association  with  the  Rock  Island 
Project  in  considering  whether  or  not  the  item  should  be 
eliminated?  A.  I  do  not  consider  the  item  individuallv  in 
its  association  with  the  Rock  Island  Project  but  I  considered 
the  advertising  expense  as  a  whole  as  being  a  part  of  the 
general  overhead  expense  of  the  entire  organization,  a  part 
of  which  be  allocated  to  the  Rock  Island  Project. 

Q.  Then  you  do  not  consider  the  details  making  up  the 
total  of  the  advertising  expense  ?  A.  I  did  not  myself  make 
the  examinations  and  tests  as  to  the  items  which  ran  into 
these  various  accounts,  but  they  were  made  by  members  of 
our  organization  who  are  experienced  men  and  are  aware 
of  exactly  what  should  flow  into  particular  accounts ;  and  I 
was  satisfied  as  to  their  judgment  on  such  a  matter. 

Q.  Were  any  eliminations  proposed  from  this  class  of 
expense  in  the  year  1930?  A.  No,  sir.  There  were  none. 

Q.  Will  you  please  explain  the  credit  item  of  $22,877.48 
[R.  p.  1433]  for  the  year  1930,  as  shown  in  Mr.  Wilcox’ 
Report?  It  is  entitled  “Portion  chargeable  to  affiliates”. 
I  should  say,  Mr.  Taylor,  again  that  is  page  42.  A.  The 
deduction  for  credit  for  the  portion  chargeable  to  affiliates 
reduced  the  advertising  expenses  of  the  Engineering  Cor¬ 
poration  by  the  amount  of  such  expenses  which  were  con¬ 
sidered  by  the  company  to  be  for  the  benefit  of  the  affiliates 
charged. 

Q.  Do  you  know  the  basis  for  that  computation?  A. 
The  basis  for  that  computation  I  believe  was  cost  of  the  ser- 
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vice  that  was  rendered  to  the  affiliates,  or  the  expense  made 
on  behalf  of  the  affiliates. 

Q.  Mr.  Wilcox  in  his  report  on  page  41  indicates  that 
this  sum  represented  one-sixth  of  the  recorded  advertising 
expenses  billed  to  Stone  &  Webster  Inc.,  and  another  sixth 
to  Stone  &  Webster  Service  Corporation  or  its  predecessor 
division.  What  do  you  know  about  the  determination  of 
the  basis  for  that  allotment?  A.  Again,  I  would  assume 
that  was  the  basis  agreed  upon  between  the  respective 
companies  as  a  fair  and  reasonable  basis. 

Q.  Do  you  feel  that  it  is  an  equitable  apportionment? 
A.  I  have  no  reason  to  feel  that  it  is  not  an  equitable 
apportionment. 

•  •  •  •  • 

[R.  p.  1441]  Q.  The  next  item  is  Beneficial  payments  in 
the  amount  [R.  p.  1442]  of  $10,318.22  for  the  year  1930.  I 
Will  you  please  explain  this  item,  Mr.  Taylor?  A.  This 
item  of  beneficial  payments  comprises,  first,  a  payment  of 
$5,000  to  the  Massachusetts  Institute  of  Technology  for 
research  and  advisory  services  and  certain  other  benefits 
in  the  written  arrangements  between  the  corporation  and 
the  institute.  Other  items  included  under  this  heading  are 
payments  to  Community  Chests,  in  various  cities,  and  there 
was  also  a  payment  to  the  relative  of  a  deceased  employee, 
which  I  think  more  properly  under  the  company’s  classifi¬ 
cation  would  go  into  the  Employees’  Welfare  account. 

Q.  Is  the  sum  of  $1,000  for  payment  to  Philadelphia 
Business  Progress  Association  included  in  that  item?  A. 
That  is  so. 

Q.  Will  you  please  explain  why  that  payment  was  made  ? 
A.  I  believe  that  payment  was  made  in  the  same  way  that 
any  other  payment  is  made  to  a  Community  Fund  or  Cham¬ 
ber  of  Commerce  or  items  of  that  character. 

Q.  What  is  the  Philadelphia  Business  Progress  Asso¬ 
ciation,  Mr.  Taylor,  if  you  know?  A.  I  do  not  know.  It 
is  merely  a  name  to  me. 
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Q.  Were  any  eliminations  made  from  this  account!  A. 
No,  none. 

Q.  The  next  item  Time  and  Expenses — Conventions  and 
[R.  p.  1443]  Committees,  and  expenditures  for  that  item  in 
|  1930  were  $10,S00.37.  Will  you  please  explain  that  item? 

A.  That  item,  as  its  name  implies,  covers  the  time  and  ex- 
i  penses  of  the  employees  in  attending  conventions,  and  tech¬ 
nical  meetings,  from  which  benefit  presumably  would  be 
derived  by  the  corporation. 

Were  any  eliminations  proposed  from  this  item?  A. 
No,  there  were  not. 

Q.  The  next  item  is  Employees  Welfare,  which  shows 
a  total  expenditure  for  that  item  in  1930  of  $24,714.57.  Will 
|  you  now  please  explain  this  item?  A.  This  item  largely 
consists  of  payments  to  relatives  of  deceased  employees, 
also  covers  the  cost  of  an  annuity  to  a  retired  employee, 
i  the  compensation  and  expenses  in  connection  with  the  ser- 
i  vice  of  doctors,  for  the  benefit  of  employees  of  the  company, 
and  also  Christmas  gifts  and  other  gifts  to  employees. 

Q.  How  are  charges  for  doctors’  services  apportioned 
between  the  various  affiliates?  A.  The  cost  of  this  particu- 
i  lar  service  was  apportioned  to  the  companies  concerned  on 
what  was  agreed  upon  as  a  reasonable  allocation  by  the 
management  of  the  corporations.  The  actual  amount  as¬ 
signed  to  the  Engineering  Corporation  for  the  year  1930 
was  $4,026.61  and  to  the  Service  Corporation,  $1,184.67. 

[R.  p.  1444]  Q.  I  will  refer  back  now  to  the  question  of 
i  gifts,  and  ask  if  they  were  all  given  to  employees  ?  A.  Gifts 
all  given  to  employees — do  I  understand  you? 

Q.  Yes,  sir.  A.  If  you  consider  annuities  and  pensions 
as  gifts,  they  were  not  given  to  direct  employees,  but  there 
I  were  other  gifts  that  went  directly  to  employees  such  as 
Christmas  gifts,  wedding  presents,  and  items  of  that  kind. 

•  •  •  •  • 

Q.  Will  you  next,  please,  discuss  the  item  of  travel,  Mr. 
Taylor,  which  in  the  year  1930,  amounted  to  $15,984.05? 
A.  Well,  this  item  consisted  of  the  travelling  expenses  of 
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employees  of  the  company,  which  were  not  directly  assign¬ 
able  to  specific  jobs,  and  were  therefore  included  in  its 
overhead  expenses. 

*  *  •  *  • 

[R.  p.  1448]  Q.  The  next  item  is  “ Miscellaneous  (Net)  in 
the  amount  of  $29,91S.56  for  the  year  1930.”  Will  you 
please  explain  what  that  covers,  Mr.  Taylor?  A.  That  item 
covers  miscellaneous  items  of  overhead  which  are  of  imma¬ 
terial  amounts,  and  not  sufficiently  substantial  to  include 
and  set  them  out  separately  in  this  tabulation. 

Q.  Can  vou  tell  me  what  some  of  those  amounts  are? 
[R.  p.  1449]  A.  I  don’t  have  the  detail  with  me  at  the 
moment.  It  is  in  the  room,  if  you  would  like  me  to  get  it. 

Q.  Can  we  have  that,  please  ?  A.  I  have  the  material 
now. 

Q.  Will  you  give  us  the  contents  of  that  item,  please? 
A.  Do  vou  wish  me  to  read  off  each  item  and  each  amount 
comprising  the  total? 

Q.  Yes,  if  you  will,  Mr.  Taylor.  A.  The  items  compris¬ 
ing  Miscellaneous  Expenses  for  the  year  1930,  are  as  fol¬ 
lows:  Citizens’  Military  Training  Camp,  $276.84;  Miscel¬ 
laneous,  $567.76;  Directors’  fees,  $700;  Contracts,  $4,227.97 ; 
Books  and  Magazines,  $659.64;  Entertainment,  $1,669.16; 
Insurance,  $6,220.33.;  Membership  dues,  $2,030.25;  Miscel¬ 
laneous,  $7,5SS.70;  Office  Equipment,  $2,968.46;  Overtime, 
$415.44;  Auditors,  $6,329.25;  Taxes  paid,  $7,035.17 ;  Sundry 
charges  to  overhead  expense,  $3,477.58;  Sundry  credits 
to  overhead  expense,  $14,248.44;  Total  Miscellaneous: 
$29,91S.56. 

[R.  p.  1450]  Q.  Will  you  please  explain  what  is  covered 
by  the  item  “contracts”  in  the  amount  of  $4,227.97?  A. 
I  do  not  think  that  I  have  the  detail  of  that  item. 

Q.  Mr.  Taylor,  I  am  informed  that  in  this  amount  of 
$4,227.97,  is  the  amount  of  $2,000  paid  to  the  Boston  Woven 
Hose  &  Rubber  Company  for  expenditures  incurred  in 
repairing  concrete  structures  which  were  built  by  Stone 
&  Webster’s  organization  between  the  years  1915  and  1917. 
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Can  yon  give  any  further  remarks  on  that  now?  A.  I  don’t 
know  whether  that  is  a  fact,  that  such  an  item  is  included 
there,  but  from  your  description  of  it  I  would  assume  that 
it  is  an  expense  in  making  good  a  deficiency  on  work  done 
in  a  prior  year,  which  is  to  some  extent  common  with  all 
contracting  companies. 

Q.  Was  any  consideration  given  to  the  fact  that  this 
item  or  this  charge  for  contracts  might  be  eliminated  in 
arriving  at  the  cost  of  overhead?  A.  No,  I  would  say  that 
no  particular  consideration  was  given  to  the  exclusion  of 
that  item,  for  the  reason  that  in  amount  it  is  so  extremely 
insignificant  compared  with  the  total  overhead  expense 
that  it  would  seem  to  be  from  its  nature  and  description, 
a  proper  item  for  inclusion  in  the  Miscellaneous  overhead 
expense. 

Q.  What  was  included  in  the  Miscellaneous  item  of 
$7,588.70  to  which  you  have  referred?  [R.  p.  1451]  A.  I 
don’t  seem  to  notice  such  an  item  on  the  statement  which 
I  read  just  now.  It  was  $7,588.70.  Well,  I  don’t  believe 
that  I  have  the  detail  of  that  item  in  the  papers,  that  is 
coming  down  to  the  very  finest  analysis  of  the  expense 
accounts  when  you  get  to  a  miscellaneous  account  covering 
everything  which  is  not  important  enough  to  set  out  in  the 
main  tabulation,  and  then  you  come  down  to  a  miscellaneous 
item  in  the  miscellaneous  account,  it  is  getting  to  be  quite 
immaterial  at  that  time,  in  my  opinion. 

Q.  I  understand,  Mr.  Taylor,  that  this  item  covered  the 
services  of  the  Stone  &  Webster  Service  Corporation  tax 
department,  and  that  therefore  it  might  relate  to  services 
in  connection  with  Federal  income  taxes,  is  that  a  possibil¬ 
ity?  A.  In  miscellaneous  items? 

Q.  Yes,  sir.  A.  I  would  say  that  it  is  a  possibility,  that 
I  believe  the  Engineering  Corporation  did  receive  services 
from  the  Stone  &  Webster  Service  Corporation  tax  de¬ 
partment. 

Q.  What  is  covered  by  the  item  of  taxes,  $7,035.17  ?  A. 
It  is  my  recollection  that  that  item  covers  various  state 
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franchise  taxes,  qualifying  fees,  and  license  fees,  other 
than  for  the  State  of  Massachusetts. 

Q.  Could  they  be  allocated  to  operations  within  those 
[R.  p.  1452]  States?  A.  I  don’t  think  so.  I  think  that  that 
is  a  matter  of  general  overhead  expense,  because  my  under¬ 
standing  is  that  the  corporation  might  take  out  a  franchise 
in  a  particular  State,  for  a  particular  job,  and  might  re¬ 
tain  that  franchise  in  the  expectancy  that  other  jobs  would 
come  along  and  in  another  State  there  might  be  a  number 
of  jobs  proceeding,  at  one  time.  It  would  again  be  too 
much  of  a  refinement  of  its  accounting  procedure  to  at¬ 
tempt  to  make  such  an  allocation  of  relatively  small  items, 
to  particular  jobs,  when  the  general  distribution  of  over¬ 
head  expenses  would  serve  the  same  purpose. 

Q.  And  now  the  last  item  shown  on  page  5  of  Exhibit 
BB,  entitled  “Credit  for  Purchasing  Department  Expense, 
Billed  to  Affiliated  Companies,”  a  credit  of  $60,000  in  the 
year  1930.  Will  you  explain  this  item  on  the  basis  of  ap¬ 
portionment?  A.  It  is  my  recollection  that  this  credit  fol¬ 
lowed  through  to  the  Service  Corporation,  and  was  an 
amount  agreed  between  the  corporation  as  a  flat  amount 
for  the  value  of  the  services  rendered,  through  the  Pur¬ 
chasing  Department  to  the  other  corporation. 

Q.  Was  any  consideration  given  to  the  volume  of 
purchases  in  determining  apportionment?  A.  I  think  that 
this  allocation  falls  into  the  same  [R.  p.  1453]  class  as  the 
allocation  of  all  of  these  other  joint  facilities,  that  it  was 
a  matter  of  negotiation  between  the  departments,  from 
what  their  estimate  of  the  corporation  is,  I  should  say, 
of  what  their  estimate  was  of  the  relative  use  of  the  de¬ 
partment,  by  each  corporation. 

Q.  And  now  if  you  will  turn  to  page  7  of  your  report, 
Mr.  Taylor,  would  you  please  explain  those  charges  shown 
under  Job  Order  No.  5579,  which  were  charged  directly 
to  this  job  order,  but  not  billable  under  terms  of  the  con¬ 
tract?  A.  They  were  items  of  Boston  office  pay  roll,  in 
the  amount  of  $34,543.82,  salary  of  William  N.  Patton  for 
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i  1932  in  the  amount  of  $10,000;  travel  expenses  $2,055.74, 
I  other  expenses  in  the  amount  of  $1,456.97. 

Q.  Why  were  they  not  billable  under  the  contract?  A. 
i  Because  they  didn’t  come  specifically  in  the  definition  in 
i  the  contract  of  the  items  which  were  to  be  charged  directly 
i  to  the  client  but  rather  were  such  items  that  should  be  ab¬ 
sorbed  in  the  overhead  of  the  Engineering  Corporation. 

Q.  What  were  the  nature  of  the  services  covered  by 
the  Boston  office  pay  roll  in  the  amount  of  $34,834.82?  A. 
I  do  not  have  the  detail  of  that  item  but  I  can  give  it  to 
you  later  if  you  wish  me  to  do  so. 

[R.  p.  1454]  Q.  If  you  can  do  that,  please,  Mr.  Taylor.  A. 
All  right. 

•  •  •  *  • 

i  Q.  If  you  will,  please.  Each  one  of  the  items  which 
we  have  taken  up,  Mr.  Taylor,  was  considered  by  you  in 
I  making  your  eliminations,  that  is  true,  isn’t  it?  A.  That 
is  correct,  yes,  sir. 

Q.  And  except  for  the  three  eliminations  shown  in  the 
1  year  1930,  on  page  12  of  your  report,  you  have  made  no 
recommendation  that  anv  other  portion  of  overhead  charges 
[R.  p.  1455]  be  eliminated?  A.  That  is  so. 

Q.  And  in  doing  that,  you  feel  that  you  have  followed 
the  instructions  contained  in  the  letter  of  the  Licensee  to 
you  in  which  it  said:  “What  we  desire  you  to  determine 
in  this  connection  is  the  cost  of  the  work  included  in  this 
item,  plus  the  actual  and  necessary  overheads  associated 
therewith?”  A.  That  is  so. 

*  •  •  •  • 

i  [R.  p.  1460]  Direct  Examination  by  Mr.  Tucker : 

Q.  Now,  Mr.  Kellogg,  I  would  like  to  ask  you  one  ques¬ 
tion  which  bears  on  Mr.  Taylor’s  testimony  on  cross- 
examination  which  he  has  just  given.  Mr.  Kellogg,  will 
i  you  please  state  as  a  long-standing  member  of  the  Stone 
&  Webster  organization,  your  experience  as  to  the 
effectiveness  of  arms-length  bargaining  between  different 
i  departments  of  the  business  in  the  matter  of  division  of 
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cost  of  joint  facilities?  A.  I  can  testify  from  many  years 
experience  in  this  subject,  that  each  of  these  departments 
was  very  keen  and  most  jealous  about  its  own  financial 
showing,  as  a  department.  Each  one  of  them  knew  more 
about  the  facts  of  the  other  than  is  almost  ever  the  case 
between  two  bargainers,  in  different  businesses  not  so  well 
known  to  each  other.  Each  one  was  an  expert  in  negotia¬ 
tion,  it  was  a  case  of  [R.  p.  1461]  Greek  meeting  Greek, 
and  was  in  my  opinion  as  complete  an  instance  of  true  arms- 
length  bargaining  in  a  factual  sense  as  I  have  ever  known. 

Q.  Are  you  through?  A.  That  is  all. 

*  *  *  •  * 

[R.  p.  1471]  Cross  Examination  by  Mr.  Goetz: 

Q.  Line  lfi  on  that  same  page  refers  to  advertising,  an 
amount  which  Mr.  "Wilcox  proposes  for  elimination.  In  the 
year  1930  that  totaled  $14,206.13.  Will  you  please  explain 
how  it  was  apportioned  to  the  Service  Corporation?  A. 
How  the  elimination  was  apportioned  to  the  Service  Corpo¬ 
ration  ? 

Q.  No ;  how  the  amount  was  apportioned  to  the  Service 
Corporation.  As  I  understand  it,  Mr.  Taylor,  the  charge 
originated  in  Stone  &  Webster,  Inc.,  and  was  apportioned 
to  a  large  extent  to  its  affiliates.  A.  I  think  that  is  correct. 
The  advertising  was  a  joint  operation,  and  a  portion  of  the 
total  expense  was  assigned  to  the  Stone  &  Webster  Service 
Corporation  and  a  determination  made  between  the  officials 
of  the  several  companies  concerned. 

Q.  Mr.  Taylor,  $13,699.13  of  that  total  of  $14,206.13  was 
billed  to  the  Service  Corporation  by  Stone  &  Webster  En¬ 
gineering  Corporation?  Is  that  a  fact?  A.  I  do  not  have 
the  details  with  me  on  that  item  at  the  moment. 

Q.  Does  that  represent  an  apportionment  ?  A.  I  believe 
it  does. 

[R.  p.  1472]  Q.  And  the  apportionment  was  made  in  the 
same  way  that  you  indicated  the  apportioning  of  the  charge 
was  made  with  regard  to  the  Engineering  Corporation? 
A.  On  an  endeavor  to  reach  a  fair  basis  of  distribution 
between  the  two  corporations. 
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Mr.  Taylor,  in  order  to  save  time  and  avoid  repetition 
I  will  ask  you  if  the  statements  which  you  made  this  mom- 
i  ing  with  regard  to  the  various  items  shown  on  page  5  of 
Exhibit  BB  apply  equally  as  well  to  the  items  shown  on 
page  6  of  exhibit  CC.  A.  They  do. 

Q.  Are  there  any  items  that  are  shown  on  page  6  which 
are  not  included  on  page  5  of  Exhibit  BB  which  you 
care  to  explain?  A.  No ;  I  think  not.  I  think  the  two  sched¬ 
ules  in  all  respects  are  comparable  and  the  items,  as  you 
follow  through  there,  are  very  similar  in  both  corporations, 
i  Q.  The  next  questions  will  be  with  regard  to  the  ap¬ 
proach  which  you  have  taken  in  this  problem.  You  have 
testified  that  a  further  refinement  of  contingent  salaries 
to  particular  job  orders  would  have  been  impractical  cost 
accounting  since  there  was  no  benefit  to  the  company  to 
i  justify  the  keeping  of  detailed  records  required  for  such 
i  refinement.  However,  Mr.  Taylor,  in  determining  the  cost 
of  the  services  rendered  on  Rock  Island,  a  particular  proj¬ 
ect,  a  definite  purpose  would  be  served  by  making  such 
refinement,  would  it  [R.  p.  1473]  not?  A.  I  would  doubt 
very  much  whether,  when  the  enormous  amount  of  work 
and  expense  entailed  in  further  refining  costs  were  gone  to, 
the  ultimate  result  would  be  materially  different  than  what 
it  is  by  the  use  of  the  method  followed  by  the  Company, 
i  Q.  You  recognize  a  distinction,  do  you  not,  between 
i  the  refinement  of  cost  accounting  which  would  be  proper 
for  the  purpose  of  the  company  itself  and  the  refinement 
necessary  to  determine  the  cost  of  rendering  services  to 
Rock  Island?  A.  Yes. 

Mr.  Tucker:  Just  a  moment  before  you  answer  the 
question  for  the  sake  of  clarity.  I  would  like  to  have  the 
record  show  if  it  is  a  fact  that  you  are  now  discussing  the 
i  Service  Corporation  and  not  the  Engineering  Corporation 
report. 

The  "Witness:  No. 

Mr.  Tucker:  Or  are  you  discussing  both? 

Mr.  Goetz :  I  am  discussing  both. 
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Mr.  Tucker:  All  right,  then. 

The  Witness:  Would  you  mind  repeating  that  question, 
please! 

Examiner  Marsh:  Will  the  Reporter  please  read  the 
pending  question? 

[R.  p.  1474]  (The  pending  question  was  then  read  by  the 
Reporter.) 

The  Witness:  I  recognize  that  there  is  a  difference  in 
the  factors  to  be  taken  into  consideration  in  arriving  at 
the  costs  for  company  purposes  and  the  costs  relating  to 
the  Rock  Island  project  for  the  present  purpose.  And  it 
is  because  of  that  distinction  that  we  have  eliminated  vari¬ 
ous  items  which  the  Company  had  recorded  as  a  part  of 
its  costs  in  Exhibit  BB,  page  12,  and  Exhibit  CC,  page  9. 

By  Mr.  Goetz : 

Q.  Do  you  think  the  methods  used  are  sufficiently  re¬ 
fined  for  the  purpose  of  determining  cost  of  services  ren¬ 
dered  to  the  Rock  Island  Project?  A.  I  do. 

Q.  And  by  that  do  you  mean  that  any  further  refinement 
would  not  substantially  affect  the  result?  A.  I  cannot  say 
with  certainty  that  it  would  not,  but  I  do  feel  confident  in 
my  own  mind  that  it  would  have  no  material  effect  upon 
the  result. 

Mr.  Goetz :  That  is  all,  Mr.  Examiner. 

Mr.  Tucker:  I  have  no  redirect  examination. 

•  •  •  •  • 


[R.  p.  1475]  ANDREW  W.  WILCOX 

was  thereupon  called  as  a  witness  for  and  on  behalf  of  the 
Commission  and,  having  been  first  duly  sworn,  testified  as 
follows : 

Direct  Examination  by  Mr.  Goetz: 

Q.  Will  you  state  your  name  for  the  record?  A.  Andrew 
W.  Wilcox/ 
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Q.  Are  you  presently  employed  by  the  Federal  Power 
Commission?  A.  Yes,  sir. 

Q.  How  long  have  you  been  so  employed?  A.  For 
approximately  three  years,  or,  to  be  exact,  from  Mav  19, 
1936. 

Q.  In  what  capacities  have  you  served  during  this 
employment?  A.  I  was  originally  employed  as  an  Exami¬ 
ner  of  Accounts  and  was  first  assigned  to  an  investigation 
of  costs  to  the  Electric  Bond  and  Share  Company  group  of 
rendering  engineering  and  construction  services.  I  was 
later  appointed  Examiner  in  Charge  of  all  work  assigned 
to  the  Accounting  Division  of  the  New  York  regional  office 
of  the  Federal  Power  Commission. 

Q.  Will  you  now  give  a  brief  statement  of  your  educa¬ 
tion,  training  and  experience?  A.  Yes,  sir.  I  completed 
the  required  grade  and  high  [R.  p.  1476]  school  courses 
of  study  in  my  native  state  of  Kansas  and  in  1920  was 
graduated  from  Kansas  State  College  with  a  degree  of 
Bachelor  of  Science  in  the  General  Science  Division.  Dur¬ 
ing  the  19  years  since  graduation,  I  have  been  continuously 
employed  on  accounting  work,  which  may  be  summarized 
as  follows:  One  year — 1920-1921 — with  the  Atchison,  To¬ 
peka  and  Santa  Fe  Railroad  Company  as  clerk  in  the  office 
of  the  auditor  of  disbursements  in  the  general  offices  at 
Topeka,  Kansas,  where  my  duties  consisted  of  analyzing 
accounts  for  both  additions  and  betterments  and  operating 
expenses  of  the  system.  During  the  three  years — 1921  to 
1924 — I  was  employed  by  the  Sinclair  Refining  Company 
as  inventory  clerk,  time  and  material  checker,  and  cost 
accountant  on  large  refinery  construction  projects  at  Coffey- 
ville,  Kansas,  and  East  Chicago,  Indiana.  For  the  five- 
year  period — 1924-1929 — I  was  employed  by  Phoenix  Util¬ 
ity  Company,  an  incorporated  construction  department  of 
Electric  Bond  and  Share  Company,  as  Cost  Engineer,  or 
Cost  Accountant,  for  an  extensive  construction  program  of 
electric  and  gas  facilities  in  Pennsylvania.  During  the 
seven  year  period — from  1929  to  1936 — I  was  employed  by 
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the  Federal  Trade  Commission  as  Examiner- Accountant  on 
their  nation-wide  investigation  of  public  utility  corpora¬ 
tions.  During  this  period  I  was  engaged  on  examinations 
of  both  hold-  [R.  p.  1477]  ing  and  operating  companies, 
the  holding  company  groups  including  the  following: 
Standard  Gas  &  Electric  Co.,  Cities  Service  Company, 
Niagara  Hudson  Power  Corporation,  and  North  American 
Light  and  Power  Company.  Since  May,  1936,  I  have  been 
employed  by  the  Federal  Power  Commission  in  its  Account¬ 
ing  Division.  During  this  period  I  have  had  direct  super¬ 
vision  of  an  investigation  of  costs  to  the  Electric  Bond  and 
Share  Company  group  of  rendering  engineering  and  con¬ 
struction  services  and  other  accounting  work  in  the  New 
York  region  relating  to  the  claimed  costs  of  licensed 
projects. 

Q.  In  summing  up  your  experience,  how  would  you 
classifv  the  last  18  vears  of  vour  accounting  work?  A. 
This  period  may  be  divided  into  two  parts;  first,  that  of 
approximately  eight  years  spent  on  construction  cost  ac¬ 
counting  for  corporations,  and,  second,  that  of  ten  years 
on  investigational  work  for  the  Federal  government,  which 
included  the  compilation  of  basic  data  for  proposed  legisla¬ 
tion  and  varied  duties  as  assigned  by  a  regulatory  agency. 

Mr.  Tucker :  Are  you  through  with  his  qualifications  ? 

Mr.  Goetz:  Yes. 

Mr.  Tucker :  I  have  no  questions. 

By  Mr.  Goetz : 

Q.  Mr.  Wilcox,  have  you  had  an  opportunity  to  examine 
[R.  p.  1478]  Licensee’s  Exhibit  BB  and  CC?  A.  Yes,  sir. 
Preliminary  drafts  were  furnished  to  me  upon  my  arrival 
in  Boston  on  January  4,  1939. 

Q.  And  your  purpose  in  going  to  Boston  was  to  examine 
those  audits?  A.  Yes,  sir.  Those  were  my  instructions. 

Q.  Will  you  state  briefly  to  what  extent  your  examina¬ 
tion  was  conducted?  A.  Yes,  sir.  Representatives  of  the 
licensee,  the  auditing  firm  and  the  Commission’s  account- 
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ing  staff  had  agreed,  at  a  conference  in  Washington,  D.  C. 
on  November  2,  1938,  that  the  results  of  the  auditors’  cost 
study  would  be  reviewed  by  members  of  the  Commission’s 
accounting  staff.  On  December  6,  1938,  the  Commission 
was  notified  that  the  cost  study  was  practically  complete 
and  that  the  same  would  be  available  for  checking  at  Boston 
on  and  after  December  19,  1938.  Due  to  previous  assign¬ 
ments,  it  was  not  possible  to  start  the  work  until  January 
5,  1939,  and  the  extent  of  checking  and  other  examination 
was  limited  by  both  the  proximity  of  the  scheduled  hearing 
date  and  other  assignments.  The  overhead  charges  and 
fees  which  were  the  subject  of  cost  study  and  examination 
originated  in  the  years  1928  to  1933,  both  inclusive,  the 
largest  yearly  amounts  having  originated  in  the  year  1930. 
Since  time  and  other  limitations  made  it  impossible  to  con¬ 
duct  a  thorough  examination  for  the  [R.  p.  1479]  entire 
period,  particular  attention  was  devoted  to  the  year  1930 
and  summary  data  for  other  years  were  compiled  for  com¬ 
parative  purposes.  The  auditors’  working  papers  and  the 
general  ledgers,  expense  ledgers,  vouchers  and  journal 
entries  of  the  servicing  corporations  were  made  available 
for  examination.  However,  time  did  not  permit  any  exami¬ 
nation  of  payrolls,  time  sheets  or  intercompany  charges 
for  rent  and  other  joint  facilities  at  both  the  Boston  and 
New  York  offices. 

Q.  Have  you  prepared  a  report  which  shows  the  results 
of  your  examination,  which,  as  you  have  stated,  was  subject 
to  certain  limitations?  A.  Yes,  I  did.  This  report  is  dated 
March  4,  1939. 

Q.  Is  this  a  copy  of  that  report  (indicating)  ?  A.  Yes, 
sir ;  it  is. 

Mr.  Goetz:  Mr.  Examiner,  I  should  like  to  have  this 
report  identified  as  Commission’s  Exhibit  No.  4.  And  I 
ask  that  it  be  introduced  in  evidence. 

Mr.  Tucker:  If  you  don’t  mind,  Mr.  Goetz,  I  would  pre¬ 
fer  to  wait  until  cross-examining  the  witness  before  it  is 
introduced  into  evidence. 
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Examiner  March:  The  document  will  be  marked  Com¬ 
mission’s  Exhibit  No.  4  for  identification. 

(The  document  above  referred  to  was  marked  for 
identification  Commission’s  Exhibit  No.  4.) 

[E.  p.  1480]  By  Mr.  Goetz : 

Q.  Will  you  please  describe  briefly  the  arrangement  of 
the  contents  of  your  report?  A.  Chapter  I  is  entitled,  In¬ 
troduction,  General  Bata  and  Summary,  and  includes  a 
resume  of  the  amounts  in  question,  a  description  of  the 
corporate  relationship  of  the  Stone  &  Webster  group  and 
a  comparison  of  the  amounts  claimed  as  overheads  and  fees 
with  the  costs  thereof  as  computed  by  the  auditors  and  this 
examiner.  Chapter  II  is  devoted  to  Stone  &  Webster  Engi¬ 
neering  Corporation  and  its  predecessor  division  of  Stone 
&  Webster,  Incorporated  and  contains  detailed  discussion 
of  the  various  classes  of  recorded  expenses  and  the  pro¬ 
posed  eliminations  therefrom.  Chapter  III  is  similar  to 
Chapter  II,  except  that  it  relates  to  management  services 
instead  of  those  of  engineering  and  construction.  Manage¬ 
ment  services  were  rendered  by  Stone  &  Webster  Service 
Corporation  and  its  predecessor  division  of  Stone  &  Web¬ 
ster,  Incorporated. 

Q.  Where  in  your  report  are  the  claimed  costs  of  over¬ 
heads  and  fees  compared  with  the  cost  findings  of  Messrs. 
Lybrand,  Ross  Bros.  &  Montgomery?  A.  Page  S  shows  a 
comparison  of  the  amounts  claimed  and  suspended  with 
the  costs  as  reported  by  the  auditors  and  shows  that  the 
average  reduction  amounts  to  24  per  cent  of  the  [R.  p.  1481] 
claimed  amounts. 

Q.  What  eliminations,  if  any,  of  recorded  expenses  were 
made  by  the  auditors  in  calculating  costs  of  services?  A. 
The  items  which  were  eliminated  from  recorded  expenses 
by  the  auditors  are  summarized  at  pages  33  and  94,  and 
it  is  there  shown  that  the  principal  item  was  that  of  Federal 
income  taxes.  Other  eliminations  consisted  of  estimated 
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intercompany  profit  in  rent  of  the  Boston  office  building 
and  other  miscellaneous  adjustments. 

Q.  As  a  result  of  your  examination,  do  you  propose  fur¬ 
ther  eliminations  of  recorded  expenses?  A.  Yes,  sir.  In¬ 
formation  concerning  these  items  is  also  shown  at  pages  33 
and  94  of  this  report. 

Q.  It  is  noted  that  in  the  case  of  engineering  and  con¬ 
struction  services,  your  proposed  eliminations  result  in  a 
large  reduction  of  the  percentage  of  overhead  costs  as  com¬ 
pared  to  the  cost  findings  of  the  auditors.  How  do  you 
account  for  this  relatively  large  difference?  A.  The  rea¬ 
sons  for  the  rather  wide  difference  in  results  is  due  mainly 
to  the  method  of  approaching  the  problem.  The  company’s 
cost  accounting  system  and  the  cost  findings  of  the  auditors 
are  based  on  the  theory  that  all  general  corporate  expenses, 
except  certain  eliminations,  may  be  distributed  ratably  to 
all  jobs  on  the  basis  of  direct  payroll  charges.  The  prob¬ 
lem  faced  bv  this  Commission  is  that  of  determining 
[R.  p.  1482]  actual  legitimate  original  cost,  and  this  requires 
a  further  refinement  of  cost  finding  involving  consideration 
of  benefits  or  services  covered  by  such  costs.  For  example, 
new  business  expense,  while  admittedly  an  item  of  general 
corporate  expense,  has  been  proposed  for  elimination  for 
the  reason  that  the  licensee  had  been  a  client  of  the  Stone  & 
Webster  organization  throughout  the  period  under  review. 
Other  items  of  recorded  overhead  expenses  which  did  not 
appear  to  be  beneficial  to  the  Rock  Island  project  were  also 
proposed  for  elimination  for  the  purpose  of  this  cost  study. 

Q.  What  similar  information  do  you  have  concerning 
management  fees  and  the  costs  thereof?  A.  Statement 
No.  20,  at  page  94  of  this  report,  shows  the  nature  of  the 
recorded  expenses,  the  proposed  eliminations  and  the  ratio 
of  net  earnings  to  gross  earnings  after  such  eliminations. 
The  tabulation  at  the  bottom  of  page  12  shows  the  results 
of  the  auditors’  cost  study,  which  was  based  on  time  esti¬ 
mates  furnished  by  officials  of  the  licensee  and  the  costs  as 
calculated  by  the  Examiner  after  eliminating  average  net 
earnings  after  adjustments  from  the  fees  claimed.  In  the 
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case  of  management  services,  no  detailed  cost  system  was 
employed  by  the  Stone  &  Webster  organization  so  that  some 
general  method,  such  as  the  elimination  of  average  net 
earnings  as  adjusted,  appears  to  be  the  only  practical  check 
available. 


•  #  *  •  • 

[R.  p.  1483]  Cross  examination  by  Mr.  Tucker: 

Q.  Mr.  Wilcox,  I  find  on  page  11  of  your  report  eight 
errors.  Do  you  see  any  errors  on  that  page?  A.  Not  at 
present. 

Q.  You  have  a  tabulation  on  page  11  which  is  entitled 
“Comparison  of  costs’’.  There  are  three  columns,  the  first 
one,  which  is  the  only  one  with  which  X  am  concerned  at  the 
moment,  contains  the  heading  “As  recorded”.  Then  there 
are  given  a  series  of  years  from  1928  to  1932  inclusive,  and 
the  five  months  of  1933,  from  January  1st  to  May  31,  1933. 
I  will  ask  you  where  you  got  the  figures  for  those  years? 
A.  I  see  your  point.  A  word  has  been  omitted  from  that 
heading.  That  should  read  “Payroll  as  recorded”. 

Q.  Is  it  the  direct  or  indirect  payroll?  A.  The  direct 
payroll. 

Q.  Will  you  now  please  turn  to  page  16  of  your  report? 
A.  Yes ;  I  have  it. 

Q.  You  appear  to  have  a  tabulation  there  in  the  middle 
of  the  page,  containing  three  columns.  The  third  column 
says  “Recorded  costs”.  I  will  ask  you  does  the  total  of 
that  correspond  with  the  total  of  the  column  as  recorded  on 
page  11?  A.  No;  it  does  not.  I  can  tell  you  the  reason 
why  it  does  not. 

[R.  p.  1484]  Q.  Go  ahead.  A.  The  tabulation  on  page  16 
shows  the  total  costs  for  job  order  No.  55S7  because  the 
records  of  the  Engineering  Corporation  did  not  split  that 
job  order  between  project  and  non-project  portions,  whereas 
in  the  table  on  page  11  only  the  project  portion  is  shown. 

Q.  As  I  understand  your  explanation,  Mr.  Wilcox,  you 
say  that  the  first  column  should  be  headed  what?  A.  “Di- 
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rect  payroll  as  recorded.’ ’  Those  figures  are  taken  from 
the  Lybrand  report. 

Q.  Now,  I  will  ask  you  if  it  is  fair  to  compare  direct 
payroll,  as  you  have  done  in  that  tabulation,  with  the 
Lybrand  cost  study  and  with  your  own  cost  study.  What  is 
the  sense  of  that — especially  under  a  heading  of  “Com¬ 
parison  of  costs”?  A.  Because  the  problem  here  is  one  of 
relating  overhead  costs  to  direct  payroll.  That  is  the  reason 
for  including  that  column  “Direct  payroll”. 

Q.  Now,  Mr.  Wilcox,  you  have  a  heading  there  which 
shows  comparison  of  costs,  have  you  not?  A.  Yes,  sir. 

Q.  And  you  have  three  columns?  A.  Yes. 

Q.  And  when  you  get  down  there  it  is  not  a  real  com¬ 
parison  of  costs  at  all,  is  it?  A.  I  admit  that  it  would  be 
better - 

[R.  p.  1485]  It  is  not  a  comparison  of  direct  payroll  costs 
with  what  appears  to  be  the  total  over-all  costs?  A.  I  admit 
the  heading  could  be  improved  to  that  extent  by  stating: 
“Comparison  of  overhead  costs”  to  cover  the  last  two 
columns  and  leaving  the  “direct  payroll  as  recorded”,  as 
a  major  heading  by  itself. 

Q.  In  the  first  column  you  have  direct  payroll;  in  the 
other  two  columns  you  have  what  is  perfectly  fairly  over¬ 
head?  A.  That  is  right. 

Q.  I  ask  what  is  the  sense  of  making  such  a  comparison? 
What  does  it  mean  to  you  as  an  experienced  occountant? 
A.  What  we  are  trying  to  do  is  to  relate  overheads  to  direct 
payroll.  And  this  tabulation  would  afford  the  data  for 
such  a  comparison. 

Q.  As  it  stands,  Mr.  Wilcox,  it  certainly  gives  a  false 
impression  to  a  reader,  does  it  not?  A.  I  think  you  are 
right. 

Q.  Will  you  now  for  the  record  make  the  changes  which 
should  be  made  so  that  it  will  not  mislead  a  reader?  A.  I 
would  suggest  that  column  number  one  be  headed  “Direct 
payroll  as  recorded”,  and  that  the  part  that  refers  to  com¬ 
parisons  be  amended  to  read  “Comparison  of  overhead 
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costs”,  and  that  that  heading  be  moved  over  to  the  right 
to  cover  the  last  two  columns. 

[R.  p.  1486]  Now,  Mr.  Wilcox,  will  you  please  turn  to  page 
12  of  Commission’s  Exhibit  No.  4  for  identification?  A. 
Yes ;  I  have  it. 

Q.  I  am  going  to  undertake  to  show  you  that  there  are 
eleven  errors  in  the  computation  on  that  page.  Mr.  Wilcox, 
will  you  please  turn  to  page  93  ?  A.  Yes ;  I  have  it. 

Q.  This  still  has  reference  to  the  errors  on  page  12,  or 
the  alleged  errors  on  page  12.  I  want  to  ask  you  whether 
or  not  you  think  the  percentages  shown  at  the  bottom  of 
the  table  in  the  middle  of  that  page  are  correct?  A.  I  did 
not  actually  perform  the  calculations  myself,  but  I  believe 
they  are  correct. 

Q.  And  at  the  moment  you  know  of  no  reason  for  believ¬ 
ing  that  they  are  not  correct?  A.  That  is  right. 

Q.  In  that  tabulation  also  you  refer  to  the  eliminations 
proposed  by  Lybrand,  Ross  Bros.  &  Montgomery  from 
recorded  expenses.  Will  you  tell  me  what  you  find  there? 
That  is  on  the  next  page.  A.  I  find  a  total  for  the  whole 
period  of  $295,587.77. 

Q.  Just  a  minute,  please.  I  have  not  completed  my 
question.  Turning  to  page  94,  Mr.  Wilcox,  what  I  want  you 
to  do  is  to  tell  me  what  you  find  on  lines  9  and  10?  In  other 
words,  [R.  p.  1487]  I  am  asking  you  particularly  what  these 
items  apply  to — not  the  amounts?  A.  Line  9  is  entitled 
“Private  accounting  salaries”,  and  line  10  is  entitled  “Pri¬ 
vate  accounting  expenses”. 

Q.  So  you  eliminated  certain  salaries  and  certain  ex¬ 
penses  which  were  caused  by  private  accounting?  A.  Rec¬ 
ommended  for  elimination  by  them  and  so  treated  in  their 
report. 

Q.  And  you  treat  it  in  the  same  way  yourself?  A.  Yes, 
sir. 

Q.  I  will  ask  you  whether  in  the  gross  earnings  which 
are  recorded  on  line  1  of  that  page  you  eliminated  the  earn¬ 
ings  from  private  accounting?  A.  It  appears  that  they 
were  not  eliminated. 
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Q.  As  an  accountant,  Mr.  Wilcox,  you  have  no  doubt 
that  they  should  have  been  in  order  to  be  logical?  A.  That 
is  correct. 

Q.  So  that  makes  the  amount  of  $2,223,081.16  on  line  1 
for  the  year  1929  erroneous,  doesn’t  it?  A.  If  there  were 
private  accounting  revenues  in  that  year;  yes.  And  I 
assume  that  there  were. 

Q.  Do  you  suppose  they  could  have  had  salaries  and 
expenses  without  having  had  some  revenue?  A.  I  am  not 
sure. 

Q.  Will  you  look  at  statement  No.  17  and  see  whether 
[R.  p.  1487A]  you  haven’t  got  some  gross  earnings  on 
page  69  of  your  report,  recorded  in  gross  earnings?  A. 
That  is  right. 

Q.  Now,  will  you  answer  my  question?  A.  Yes,  sir. 
It  appears  that  for  the  year  1929  the  item  of  $8,460.46 
should  be  eliminated  from  the  figure  of  gross  earnings. 

Q.  As  shown  on  line  1  of  page  94,  your  statement  No. 
20?  A.  Yes;  that  is  correct. 

Q.  Now,  will  you  please  develop  the  same  thing  with 
respect  to  the  year  1930?  There  is  another  error  there, 
is  there  not?  A.  That  is  right.  The  thing  carries  through 
the  whole  period.  For  1930  the  amount  which  should  be 
eliminated  from  gross  earnings  is  $51,365.84,  and  for  the 
period  January  1  to  April  30, 1931  the  amount  is  $17,122.24. 
[R.  p.  1488]  Q.  And  those  changes  make  that  percentage 
opposite  line  6  erroneous,  do  they  not?  That  is  in  line  6, 
on  page  94,  your  statement  20?  A.  Yes,  it  would  change 
that  percentage. 

Q.  Another  error  in  line  1,  the  amount  of  $9,332,625.30, 
is  also  clearly  in  error,  isn’t  it?  A.  You  mean  aside  from 
this  correction? 

Q.  No,  because  of  this  correction.  A.  Well,  I  think  the 
proper  thing  to  do  would  be  to  show  the  total  gross  earn¬ 
ings,  and  then  the  elimination  of  the  items  that  come  to  a 
new  total,  would  be  the  preferable  treatment. 

Q.  Now,  I  will  have  to  come  back  to  my  own  cross-exami¬ 
nation,  Mr.  Wilcox,  and  I  am  sorry,  and  I  ask  you  again 
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whether  or  not  the  amount  of  $9,332,625.30,  being  the 
amount  on  line  1,  of  your  statement  20,  page  94,  of  Exhibit 
4  is  in  error? 

Mr.  Shannon:  I  object,  Your  Honor,  X  think  he  has 
already  answered  the  question. 

Mr.  Tucker:  How  long  since  I  can’t  ask  the  same  ques¬ 
tion  over  again  in  cross-examination  if  I  want? 

Mr.  Shannon:  I  press  the  objection. 

Examiner  Marsh :  The  object  is  overruled.  Liet  the  wit¬ 
ness  answer  the  question. 

The  Witness:  Yes.  As  I  explained,  the  total  amount 
[R.  p.  1489]  of  $76,957.54  should  be  eliminated  from  that 
total. 

By  Mr.  Tucker: 

Q.  Xow,  turning  to  Line  15,  the  percentage  61.57  per 
cent  under  the  year  1929,  on  page  94,  is  wrong,  isn’t  it?  A. 
That  would  be  affected  in  the  same  manner,  yes,  sir. 

Q.  And  the  percentage  under  the  year  1930  in  the  same 
line,  56.55,  is  wrong?  A.  Yes,  sir. 

Q.  And  the  percentage  on  the  same  line,  under  the  year 
1931  is  wrong?  A.  That  is  right. 

Q.  And  the  percentage  under  the  total,  67  per  cent,  is 
wrong?  A.  Yes,  sir. 

Q.  Now  I  see  twenty  more  errors  on  that  page  primarily 
caused  by  this  fundamental  error.  Will  you  please  point 
them  out  for  brevity?  A.  I  should  say  that  all  of  the  per¬ 
centages  in  Lines  24,  25  and  26  would  be  affected  by  the 
same  change. 

Q.  And  all  of  the  amounts  under  the  years  1929,  1930, 
January  1  to  April  30,  and  the  totals,  right?  A.  Right. 

Q.  Now,  turning  back  to  page  12,  where  we  started, 
there  are  a  lot  of  errors  in  that  tabulation,  at  the  bottom 
of  the  page.  [R.  p.  1490]  A.  It  would  be  changed  to  the  ex¬ 
tent  of  the  elimination  of  the  private  accounting  revenue. 

Q.  And  to  be  defiinite  about  it,  in  Column  3,  the  last 
three  percentages  are  wrong?  A.  Yes,  sir. 
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Q.  The  last  four  amounts  in  the  next  column  are  wrong? 
A.  Yes,  sir. 

Q.  And  four  amounts  in  the  next  column  are  wrong? 
A.  Yes,  sir. 

Q.  And  four  amounts  in  the  next  column?  A.  That  is 
right. 

Examiner  Marsh:  You  mean  they  are  all  affected  by  the 
change  referred  to  on  page  94? 

The  Witness:  Yes,  sir. 

Bv  Mr.  Tucker: 

Q.  Now,  will  you  turn  to  Statement  No.  17,  page  No.  69, 
of  Exhibit  4.  Now,  under  the  general  heading,  on  that 
page,  net  earnings,  Sub-heading,  “Surplus,”  and  under 
that,  “Credits,”  do  you  see  an  item,  “Adjustment,  Purchase 
of  Furniture?”  A.  Yes,  sir. 

Q.  Do  you  think  that  that  belongs  there?  A.  Well, 
it  was  a  credit  item  and  was  handled  in  the  surplus  account. 

Q.  Well,  look  at  the  top  of  that  page,  under  “Gross 
Earnings,”  and  you  have  got  “Sale  of  Office  Furniture.” 
A.  That  is  right. 

[E.  p.  1491]  Q.  And  the  amount  is  $47,180.09.  Do  you  think 
that  that  is  a  proper  item  to  include  in  your  computations 
when  you  consider  the  purpose  for  which  it  was  used?  A. 
1  am  not  at  all  familiar  with  the  details  of  the  transaction, 
but  from  the  description  of  it  it  would  appear  that  it  would 
not  be  in  the  same  class  as  the  other  gross  earnings.  In  other 
words,  it  is  not  a  revenue  from  service  rendered. 

Q.  And  if  it  really  means  what  it  says,  that  it  is  a  sale 
of  office  furniture,  it  certainly  should  be  eliminated?  A.  I 
believe  you  are  right. 

Q.  And  that  makes  quite  a  number  of  errors  in  the  col¬ 
umn  headed  “Total  January  1, 1927  to  April  30, 1931?”  A. 
Yes,  sir. 

Q.  Now,  on  that  same  page,  69,  of  Exhibit  4,  under  the 
year  1930,  “Operating  Expenses  and  Taxes,”  would  you 
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total  for  me  the  items  shown  and  tell  me  if  the  total  of 
$1,139,684.36  is  not  an  error?  A.  It  appears  to  be. 

Q.  Well,  can  yon  correct  it  readily?  A.  I  think  that  I 
can. 

Q.  Just  in  the  interest  of  saving  time,  Mr.  Wilcox,  I 
think  if  you  just  add  that  correctly,  the  rest  of  the  calcu¬ 
lations  are  all  right.  [R.  p.  1492]  A.  I  wanted  to  check 
with  my  working  papers  and  the  correct  figure  is  $1,390,- 
684.36.  It  is  an  error  in  typing. 

Examiner  Marsh:  The  totals  down  from  that  same  col¬ 
umn  are  correct? 

Mr.  Tucker:  They  are  not  affected.  It  is  just  the  one 
figure  that  was  affected,  as  I  understand  it. 

By  Mr.  Tucker: 

Q.  Now,  will  you  turn,  Mr.  Wilcox,  to  page  93,  again, 
and  without  wasting  any  more  time,  the  line  “Gross  Earn¬ 
ings’  ’  as  recorded  in  the  tabulation  at  the  middle  of  that 
page  is  wrong,  isn’t  it?  A.  Yes,  sir,  to  the  extent  of  the 
elimination  of  the  revenue  from  private  account. 

Q.  And  the  percentages  at  the  bottom  of  that  same  tabu¬ 
lation  are  wrong  for  the  same  reason?  A.  They  would  be 
similarly  affected,  yes,  sir. 

Q.  Now,  will  you  turn  to  page  72,  of  Exhibit  4?  There 
is  a  tabulation  there,  the  last  column  there,  which  is  headed 
“Reduction,”  and  the  sub  under  that  is  an  amount  and  I 
would  like  to  have  you  add  the  three  items  show  there,  and 
tell  me  what  is  the  trouble  with  either  the  amounts  or  the 
total.  They  can’t  both  be  right,  can  they?  A.  No,  sir,  one 
is  wrong.  The  error  is  in  the  last  amount,  Column  3,  which 
should  read  $1,179.49,  which  again  [R.  p.  1493]  I  assume 
to  be  an  error  in  typing. 

Q.  The  total  is  then  correct?  A.  Yes,  sir. 

Q.  You  say  the  error  is  in  the  typing,  but  it  is  your 
responsibility  as  an  accountant  to  check  those  things,  isn’t 
it,  Mr.  Wilcox?  A.  That  was  typed  in  Washington  after  I 
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sent  it  from  New  York,  I  had  no  apportunity  to  check  it 
at  all. 

Q.  How  long  have  you  been  in  Washingon,  this  last 
time?  A.  I  expect  a  week  all-told. 

Q.  You  mean  to  say  during  that  time  you  haven’t  had 
an  opportunity  to  check  this  report  for  accuracy?  A.  No, 
sir. 

Q.  And  you  permitted  this  report  to  be  submitted  as 
an  exhibit  for  identification  here  with  the  intention  that 
it  should  be  put  in  as  an  exhibit,  without  checking  it?  A. 
It  was  duplicated  and  processed,  and  all  fixed  before  I  had 
an  opportunity  of  even  seeing  it  in  final  form. 

Q.  Don’t  you  think  it  was  your  duty  as  an  accountant 
even  then,  before  you  permitted  it  to  be  used  as  it  has  been 
used  in  this  case,  to  see  that  it  was  properly  checked?  A. 
I  haven’t  had  the  time  to  check  every  figure  and  word  in 
the  report,  and  I  don’t  consider  that  it  is  mv  duty. 

Q.  You  think  that  you  have  been  any  busier  than  I 
[R.  p.  1494]  have  been  and  my  accountants  have  been  since 
they  have  been  here? 

Mr.  Shannon:  If  Your  Honor  please,  I  fail  to  see  the 
materiality  in  this  case  of  what  this  witness  considers  to 
be  his  duty  as  far  as  checking  this  report  is  concerned.  Any 
attack  directed  to  the  report  is  perfectly  material,  but  at¬ 
tacking  the  witness  himself  seems  to  me  to  be  entirely  beside 
the  point. 

Mr.  Tucker:  Well,  now,  you  put  this  man  on  and  quali¬ 
fied  him  as  an  expert. 

Mr.  Shannon:  There  wasn’t  any  examination  of  his 
qualifications. 

Mr.  Tucker:  That  is  all  right.  I  think  I  am  perfectly 
entitled  on  cross-examination  to  ask  him  the  questions  that 
I  am  asking  him,  and  I  certainly  will  press  for  the  right 
to  do  it. 

Examiner  Marsh:  I  think  Counsel  has- gone  about  as  far 
as  he  could  expect  to  go  along  those  lines,  and  I  think  the 
witness  has  explained  the  situation  fully. 
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Mr.  Tucker:  I  am  entitled  to  the  answer  to  the  last  ques¬ 
tion,  at  least. 

Examiner  Marsh:  Did  you  object  to  that? 

Mr.  Shannon:  I  do. 

Examiner  Marsh:  The  objection  is  sustained. 

Mr.  Tucker:  "Will  you  read  the  question  to  me,  please? 

[R.  p.  1495]  (The  pending  question  was  read  by  the  Re¬ 
porter  as  follows:) 

“Q.  You  think  that  you  have  been  any  busier  than  I 
have  been  and  my  accountants  have  been  since  they  have 
here?” 

Examiner  Marsh:  Do  you  wish  an  exception? 

Mr.  Tucker:  I  haven’t  asked  for  an  exception. 

By  Mr.  Tucker: 

Q.  Now,  will  you  turn  to  page  34,  and  there  is  certainly 
no  objection  to  my  pointing  out  errors,  is  there? 

Examiner  Marsh:  No,  sir,  go  right  ahead. 

By  Mr.  Tucker: 

Q.  The  tabulation  in  the  middle  of  the  page,  is  headed 
“Non-Productive  Salaries,  Year  1930.”  Do  you  see  any¬ 
thing  the  matter  with  that?  A.  Not  at  present. 

Q.  You  say  not  at  present?  A.  No,  sir. 

Q.  Well,  mightn’t  one  reading  that  get  the  idea  that 
the  year  1930  had  to  do  with  Column  3,  and  the  non-produc¬ 
tive  salaries  had  to  do  with  the  first  two  columns?  A.  I 
think  not.  It  underlines  the  whole  title;  therefor,  I  would 
assume  it  applies  to  all  columns. 

Q.  Don’t  you  think  it  would  have  been  a  lot  clearer  if 
you  put  “Yes  1930”  as  a  single  line,  and  “None-Produc- 
[R.  p.  1496]  tive  Salaries”  underneath  it?  A.  That  might 
be  an  improvement. 

Q.  Where  do  you  show  the  non-productive  salaries  in 
that  tabulation?  A.  The  last  column  to  the  right. 
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Q.  Then  “Non-Productive  Salaries’ ’ - the  heading 

“Non-Productive  Salaries”  should  be  over  that  column. 
These  other  columns  are  total  pay-roll  charges  and  charges 
to  other  accounts?  A.  Yes.  The  purpose  of  the  whole 
tabulation  was  to  show  the  derivation  of  the  non-productive 
salaries. 

Q.  "Well,  will  you  tell  us  how  you  think  that  you  should 
arrange  that  heading  so  as  to  make  it  clear  to  the  reader, 
if  you  have  got  any  suggestion  about  it?  A.  Just  that,  it 
could  be  headed  “Derivation  of  Non-Productive  Salaries 
for  the  Year  1930.” 

Q.  Well,  that  seems  to  be  fair  enough.  Now,  you  heard 
Mr.  Goetz  ask  Mr.  Tavlor  on  the  stand  whether  he  read  the 
decisions  of  the  Federal  Power  Commission  before  he  pre¬ 
pared  his  reports,  didn’t  you?  A.  Yes,  sir. 

Q.  Did  you  read  them  before  you  prepared  your  re¬ 
port?  A.  I  can’t  say  that  I  read  all  of  them.  I  gave  atten¬ 
tion  to  certain  ones  that  I  thought  w’ould  be  applicable. 

Q.  Well,  at  the  time  that  you  prepared  that  report, 
[R.  p.  1497]  were  you  familiar  with  the  Opinion  No.  11,  in 
the  matter  of  the  determination  of  costs  of  the  Ohio  Falls 
Project  No.  289;  Louisville  Electric  Company,  Licensee, 
dated  October  31,  1933, — Opinion  No.  21,  in  the  matter  of 
the  determination  of  the  costs  of  Project  No.  108,  Northern 
States  Power  Company,  Licensee  dated  August  11,  1936; 
and  Opinion  No.  28,  in  the  matter  of  the  determination  of 
the  cost  of  Project  No.  28,  Lexington  Water  Power  Com¬ 
pany,  Licensee,  dated  October  19,  1937?  A.  I  believe  that 
should  be  project  No.  516  in  the  case  of  the  Opinion  No.  28. 
You  said  “Project  No.  28.” 

Q.  Well,  I  have  got  it  here  Opinion  No.  28.  I  said 
Opinion  No.  28,  but  Project  28?  A.  I  have  reviewed  not 
only  the  opinions  but  the  working  papers  in  the  cases  of 
both  Opinions  Nos.  11  and  28  and  I  am  not  as  familiar  with 
Opinion  No.  21,  the  case  of  the  Northern  States  Power  Com¬ 
pany. 

Q.  Well,  you  read  it  recently,  that  opinion?  A.  Yes,  sir 
— I  beg  your  pardon,  which  one  did  you  refer  to? 
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Q.  The  one  last  mentioned.  A.  No.  21.  No,  sir,  I  have 
not,  not  that  one. 

Q.  Have  von  got  a  copy  of  it  handy  there?  A.  No,  sir, 
I  have  not. 

Q.  Is  there  a  copy  of  it  in  the  room? 

[R.  p.  1498]  (A  document  was  passed  to  the  witness.) 

By  Mr.  Tucker: 

Q.  You  have  now  been  supplied  with  a  mimeographed 
copy  of  Opinion  No.  21,  Northern  States  Power  Company, 
Licensee,  of  Project  No.  108,  right?  A.  Yes,  sir. 

Q.  That  was  approved  August  11, 1936?  A.  Yes,  sir. 

Q.  I  believe  that  you  said  that  you  were  familiar  with 
the  Louisville  opinion?  A.  Yes,  sir,  I  have  reviewed  that. 

Q.  Before  you  made  this  report?  A.  I  have  reviewed 
the  working  papers  in  that  case. 

Q.  Before  you  made  this  report?  A.  Yes,  sir. 

Q.  That  had  something  to  do  with  cost  accounting?  A. 
Yes,  sir. 

Q.  Could  you  tell  us  briefly  from  your  examination  of 
the  opinion  and  working  papers,  what  the  Commission  held 
in  that  case  ?  A.  Generally  speaking,  the  particular  amount 
at  issue  which  was  concerned  was  the  7 y*  per  cent  construc¬ 
tion  fee  claimed  by  Bvllesby  Engineering  and  Management 
Company.  This  item  has  been  disallowed  by  the  Commis¬ 
sion’s  accounting  representative,  and  the  Licensee  was  al¬ 
lowed  to  come  [R.  p.  1499]  forward  with  a  statement  of  costs 
of  rendering  those  services  as  compared  to  the  amount  of 
fee  claimed,  and  after  hearing  evidence  in  this  matter,  the 
Commission  rendered  an  opinion. 

Q.  Did  you  say  that  they  did  allow  an  amount  in  that 
case?  A.  The  amount  which  was  finally  decided  to  be  the 
cost  of  rendering  services  for  which  an  engineering  fee  of 
~iV'i  per  cent  was  claimed,  they  did. 

Q.  Does  that  appear  in  the  opinion,  the  published 
opinion  ?  A.  It  may  have  been  a  supplemental  opinion,  but 
I  am  sure  the  thing  was  settled. 
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Q.  Well,  now,  in  this  opinion  the  company  used  some- 
!  what  the  same  kind  of  a  study  that  you  have  used,  as  I  read 
it,  in  the  case  of  the  Stone  &  Webster  Service  Corporation. 
It  is  true  that  it  was  a  study  made  under  the  Federal  Trade 
Commission  law,  but  that  was  the  basis  of  it,  was  it  not? 
A.  I  beg  pardon.  Are  you  referring  to  the  Engineering,  or 
the  Management? 

Q.  I  am  referring  to  the  Service  Corporation,  the  Stone 
&  Webster  Service  Corporation,  and  I  am  asking  you 
i  whether  or  not  the  Stone  &  Webster  Service  Corporation — 
I  am  asking  you  whether  or  not  the  evidence  that  they  at- 
i  tempted  to  introduce  in  the  Louisville  case  was  not 
substantially  [E.  p.  1500]  the  same  kind  of  a  study  that  you 
have  recommended  in  this  case,  for  Stone  &  Webster  Service 
Corporation? 

Mr.  Shannon:  May  I  interrupt  a  moment  here? 
i  Unless  we  are  attempting  to  test  the  witness’  memory — 
his  recollection  of  the  contents  of  those  reports - 

Mr.  Tucker:  I  have  given  him  copies  of  them.  We  have 
always  done  that  before,  because  he  said  that  he  was  fa¬ 
miliar  with  it.  I  haven ’t  any  desire  to  test  his  recollection. 
I  am  trying  to  get  at  the  substance  of  the  thing. 

By  Mr.  Tucker: 

Q  Now,  understand  that  I  am  confining  my  attention 
now  to  the  Stone  &  Webster  Service  Corporation  study,  and 
you  understand  that,  don’t  you,  Mr.  Wilcox?  A.  Yes,  sir. 

Q.  Now,  will  you  look  at  the  opinion  on  page  317,  the 
i  paragraph  at  the  bottom  of  the  page,  No.  8,  and  I  would 
rather  not  take  the  time  to  read  it  into  the  record,  but  if 
you  just  answer  my  questions,  if  you  think  that  they  are 
fair  questions,  and  I  think  that  they  are  fair  answers,  we 
i  can  pass  along.  I  will  ask  you  this:  Wasn’t  the  character 
of  study  that  was  dealt  with  by  the  Commission  in  para¬ 
graph  No.  8  of  the  317  of  the  Louisville  opinion,  the  same 
character  of  study  that  you  have  made  in  this  case  for  Stone 
&  Webster  Service  Corporation?  [R.  p.  1501]  A.  I  believe 
it  is. 
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Q.  And  at  the  top  of  the  next  page,  doesn’t  the  Com¬ 
mission  use  some  pretty  strong  language  with  respect  to 
whether  they  do  accept  that  kind  of  thing  or  not?  A.  Yes. 

Q.  Now,  they  base  it  to  some  extent — I  want  to  be  per¬ 
fectly  fair  about  this  thing — they  base  it  to  some  extent  on 
the  fact  that  this  study  had  been  made  under  the  Federal 
Trade  Commission  Act,  as  I  remember,  but  they  do  say, 
do  they  not,  that  they  didn’t  regard  themselves  as  having 
before  them  on  the  record  any  evidence  from  which  it  can 
be  determined  with  reasonable  certainty,  the  cost  of  the  ser¬ 
vices  within  the  meaning  and  intent  of  the  Act,  and  they 
took  a  stipulation  which  had  been  made  by  Counsel  in  the 
case,  one  for  the  Commission  and  one  for  the  company,  and 
said  “We  aren’t  considering  ourselves  bound  by  that, 
either.”  A.  Yes. 

Q.  They  did  that?  A.  Yes. 

Q.  I  grant  you  that  I  don’t  think  that  that  would  be  a 
fair  thing  for  me  to  criticise  you  severely  on,  but  in  view  of 
what  they  say  about  that  very  opinion,  in  Northern  States 
Power  Company,  Licensee,  I  think  that  I  am  perfectly  justi¬ 
fied  in  relying  on  that  opinion  and  I  quote  from  the  top  of 
page  22  of  the  Northern  States  Power  Company,  Opinion 
[R.  p.  1502]  No.  21,  approved  August  11,  1938. 

“We  encounter  the  same  difficulty  here  in  ascertaining 
the  portion  of  the  amount  in  question  that  represents  costs 
and  profits  to  the  Byllesby  Company  for  the  services  ren¬ 
dered,  as  we  encountered  in  the  Louisville  case  supra ,  and 
in  the  stipulation  this  difficulty  was  met  in  the  same  way 
as  there  sought  to  be  employed,  namely,  by  applying  to 
these  figures  the  ratios  of  total  expense  to  income  shown 
by  the  engineering  department  of  the  Byllesby  Company  for 
the  years  concerned.” 

Now,  I  ask  you  if  that  isn’t  on  all-fours  with  the  method 
that  you  used  in  determining  the  cost  of  Stone  &  Webster 
Service  Corporation?  A.  The  method,  I  believe,  is  exactly 
the  same,  although  in  this  case  I  am  not  sure  what  elimina¬ 
tions  were  made,  if  any,  before  arriving  at  the  percentages. 
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i  Q.  But  doesn’t  what  the  Commission  just  said  there 
indicate  clearly  that  the  Commission  had  in  mind  as  the 
difficulty  that  they  had  applied  ratios  of  total  expense  to 
income  ?  A.  That  is  right. 

Q.  And  that  is  just  what  you  did  in  the  Stone  &  Webster 
Service  Corporation.  A.  I  did  that  as  a  quick  check  or 
test  of  the  method  [R.  p.  1503]  which  was  employed  by  the 
auditors.  In  other  words,  may  I  explain  this  a  little  more 
fully  ? 

Q.  Sure,  you  can  explain  all  the  time,  except  when  I  ask 
i  you  a  question  I  want  you  to  answer  the  question  first,  be¬ 
fore  you  explain.  A.  In  the  case  of  the  Stone  &  Webster 
Service  Corporation,  as  has  been  stated,  there  were  no  re¬ 
corded  costs  to  check  and  for  that  reason,  I  thought  that  the 
substitute  method  would  be  of  value  for  comparative  pur¬ 
poses. 

i  Q.  Does  your  report  fairly  indicate  that  that  is  what 
you  made  this  report  for?  Where  do  you  say  it  in  your  re¬ 
port  ?  A.  The  subject  is  discussed  in  general  at  the  bottom 
of  page  12  and  continuing  on  page  13.  It  is  not  stated  in 
exact  words  that  I  used  a  moment  ago,  but  in  my  direct 
examination  I  stated  that  fact. 

Q.  Well,  so  far  as  the  report  was  concerned,  you  made 
a  determination  of  costs  on  a  method,  didn’t  you,  which  the 
Commission  in  the  opinion  I  have  just  read,  said  was  un- 
i  sound,  and  you  recommend  that  that  cost  be  taken  for  the 
purposes  of  this  case.  Now,  is  that  a  fair  statement?  A.  I 
believe  not,  to  this  extent.  I  don’t  think  that  I  have  made 
any  recommendations  as  to  the  adoption  of  fR.  p.  1504]  any 
i  cost,  either  as  to  engineering  or  management. 

Q.  Well,  your  report  is  at  least  a  recommendation  to 
the  Commission,  isn’t  it?  A.  I  am  not  sure  that  it  is  a 
recommendation;  it  is  rather  an  explanation  of  the  nature 
of  the  items  which  have  been  claimed,  and  the  information 
supporting  those  items. 

Q.  Do  you  anywhere  point  out  in  your  report  so  that 
the  Commission  won’t  misunderstand  and  be  misled  that 
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the  method  that  you  have  used  for  your  proposed  elimina¬ 
tions,  and  that  kind  of  thing,  was  set  up  on  a  theory  that 
the  Commission  has  said  was  an  unsound  theory,  and  if  so, 
will  you  tell  us  wherein  the  report  it  is  mentioned?  A.  No, 
sir,  it  is  not  mentioned. 

Q.  It  is  not  mentioned?  A.  No. 

Q.  And  the  fact  is,  isn’t  it,  regardless  of  what  you  said 
when  you  testified,  that  you  were  surprised  when  it  devel¬ 
oped  yesterday  that  the  changes  that  we  made  in  our  sys¬ 
tem'  of  handling  this  case,  so  far  as  the  Stone  &  Webster 
Service  Corporation  is  concerned;  were  being  based  on 
the  Commission’s  decisions,  is  that  a  fact? 

Mr.  Shannon:  I  would  like  to  object  to  that  question, 
the  phrase  “ regardless  of  what  he  testified.” 

Mr.  Tucker :  I  press  the  question.  I  think  I  am  entitled 
to  ask  it. 

[R.  p.  1505]  Examiner  Marsh :  Regardless  of  what  he  testi¬ 
fied  to,  when? 

Mr.  Tucker:  Just  today.  When  he  heard  that  testimony 
yesterday  was  he  surprised,  in  substance? 

Examiner  Marsh:  Objection  overruled. 

The  Witness:  Shall  I  proceed? 

Examiner  Marsh:  Answer  the  question. 

The  Witness:  I  knew  that  a  revision  had  been  made  of 
the  cost  study  as  was  explained  by  Mr.  Taylor  yesterday. 
I  knew  that  that  had  occurred  but  I  did  not  know  the  rea¬ 
sons  for  the  charge  until  yesterday. 

By  Mr.  Tucker : 

Q.  Now,  will  you  answer  my  question?  Were  you  sur¬ 
prised  when  you  found  what  the  explanation  was  ?  A.  Yes, 
to  that  extent. 

Q.  In  fact,  in  the  Counsel’s  questions,  there  was  some 
implication  of  criticism,  wasn’t  there,  because  we  had 
changed  the  basis?  A.  I  don’t  know  of  any  implication  of 
that. 
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Q.  Maybe  I  am  more  sensitive  on  that  subject  than  you 
were,  but  did  you  ask  anybody  why  we  had  changed  from 
one  basis  to  the  other?  A.  I  don’t  remember. 

Examiner  Marsh:  Just  how  is  that  material? 

Mr.  Tucker:  I  think  it  is  just  as  material  as  it  can 
[R.  p.  1506]  be.  Here  is  a  witness  that  is  testifying  as  an  ex¬ 
pert,  supposed  to  be  dealing  with  a  subject  that  he  ought 
to  know  something  more  about  than  we  do,  and  I  think 
that  I  am  entitled  to  show  on  the  record  that  he  apparently 
didn ’t. 

Examiner  Marsh:  You  mean  with  respect  to  some 
change  that  you  made,  that  your  accountants  made? 

Mr.  Tucker:  Precisely,  if  the  Examiner  will  recall,  this 
was  opened  up  yesterday,  as  a  subject  that  certainly  had 
to  be  explained  by  the  Licensee,  and  the  implications  were 
that  I  or  the  Licensee  had  told  Lybrand,  Boss  Bros.  & 
Montgomery  that  they  had  to  get  the  report  up  in  this  case 
in  some  different  way,  and  we  were  being  criticized  by  the 
questions,  not  by  the  answers,  thank  goodness,  but  by  the 
questions,  because  here  was  a  case  where  we  had  indepen¬ 
dent  public  accountants,  who  were  asked  to  make  a  report, 
and  we  were  criticized  because  we  told  them  how  to  do  it 
and  I  think  it  was  fairly  opened  up  on  direct,  and  it  is 
fairly  open  to  me  on  cross. 

Examiner  Marsh:  Read  the  question  again. 

(The  following  was  read  by  the  Reporter.) 

“Q.  In  fact,  in  the  Counsel’s  questions,  there  was  some 
implication  of  criticism,  wasn’t  there,  because  we  had 
changed  the  basis?”  “A.  I  don’t  know  of  any  implication 
of  that.” 

“Q.  Maybe  I  am  more  sensitive  on  that  subject  than 
[R.  p.  1507]  you  were,  but  did  you  ask  anybody  why  we  had 
changed  from  one  basis  to  the  other?”  “A.  I  don’t  re¬ 
member.” 

The  Witness:  That  wasn’t  my  answer.  My  answer  was 
that  I  don’t  recall  that  I  did. 
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By  Mr.  Tucker : 

Q.  But  you  told  Counsel  for  the  Commission  all  about 
it.  A.  About  what? 

Q.  About  the  change  in  the  basis  of  this  report.  A.  No, 
sir,  I  did  not. 

Q.  Well,  where  did  they  get  the  information  which  led 
to  the  asking  of  the  questions  that  they  asked  Mr.  Taylor 
yesterday? 

Mr.  Shannon :  I  object  to  the  question. 

Examiner  Marsh :  The  objection  is  sustained. 

[R.  p.  1508]  By  Mr.  Tucker: 

Q.  If  I  may  be  allowed  to  ask  one  more  question,  I  will 
drop  the  present  line  of  inquiry.  Assuming  that  the  basis 
of  change  was  as  Mr.  Taylor  explained  on  the  stand  yester¬ 
day,  namely,  that  counsel  for  the  Licensee,  namely  myself, 
told  the  auditors  when  they  got  up  a  report,  on  the  same 
basis  that  you  got  up  your  report  in  this  case,  that  that 
would  not  be  received  as  satisfactory  evidence  by  the  Com¬ 
mission,  assuming  that  to  be  the  fact,  and  that  we  told 
them  that  they  would  have  to  go  to  a  time  estimate  basis, 
certainly  you  see  nothing  in  that  that  subjects  me  or  the 
Licensee  to  any  criticism  of  any  kind?  A.  No,  sir. 

Q.  And  we  perhaps  would  have  been  derelict  in  our 
duty  if  we  hadn’t  done  it,  don’t  you  think  so?  A.  I  think 
that  you  are  perfectly  right. 

Examiner  Marsh:  I  think  that  that  has  been  gone  into. 

Mr.  Tucker:  Don’t  forget,  Mr.  Examiner,  that  in  this 
case  I  am  embarrassed  by  one  fact,  and  that  is  the  fact  that 
the  accountant  with  whom  I  worked  on  this  situation  is  not 
here,  and  I  have  to  develop  it.  I  could  have  put  him  on  the 
stand,  and  he  could  have  told  a  perfectly  clean  story  about 
that,  and  there  wouldn’t  have  been  any  question  about  it 
at  all.  But  he  is  not  here,  and  the  accountant  that  is  here 
[R.  p.  1509]  did  not  participate  in  those  particular  con¬ 
ferences,  and  I  don’t  want  any  implication  left  on  this 
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i  record  of  any  kind  that  I  told  Lybrand,  Boss  Brothers  and 
Montgomery,  how  they  should  make  up  their  report,  except 
i  as  to  the  fact  that  I  believed  the  report  was  affected  by  the 
decisions  of  the  Commission. 

Examiner  Marsh :  I  think  that  you  are  entirely  right  in 
that  regard. 

By  Mr.  Tucker  : 

Q.  Now,  if  I  may  ask  one  more  question  in  that  regard. 
You  are  familiar,  I  think  that  you  said,  with  the  Lexington 
Water  Power  Company  case?  A.  To  some  extent,  yes,  sir. 

Q.  And  there  was  a  case  where,  as  I  view  it,  well,  we 
will  see  if  you  agree,  the  exact  method  that  Messrs.  Ly¬ 
brand,  Ross  Brothers  and  Montgomery  did  use,  namely  to 
make  their  study  on  the  basis  of  estimates  of  time  actually 
spent  on  the  project,  was  approved  by  the  Commission,  is 
i  that  right?  A.  I  am  not  sure  of  that.  I  so  far  haven’t  been 
able  to  find  out  what  basis  it  was  on  which  the  allowance 
i  was  made.  Do  you  refer  particularly  to  the  engineering 
fee? 

Q.  I  refer  to  the  division  of  the  opinion  which  is  en¬ 
titled  13-D,  13-E,  and  13-F,  with  the  Barstow  Manage- 
i  [R.  p.  1510]  ment  fee  of  one  million  dollars.  And  I  refer 
i  you  particularly  to  the  fourth  paragraph,  I  believe  it  is  un¬ 
der  that  heading,  although  I  don’t  have  the  opinion.  But 
I  think  it  fairly  shows  that  the  Commission  liked  the  method 
i  of  basing  these  things  on  time  estimates,  and  I  think  that 
they  previously  show  that  they  distinctly  dislike  general 
averages.  A.  I  don’t  have  that  opinion  with  me,  and  I 
don’t  recall  that  part  of  it. 

(Whereupon,  the  then  following  discussion,  by  the 
direction  of  the  Examiner,  was  not  placed  on  the  record.) 

By  Mr.  Tucker: 

Q.  In  the  fourth  paragraph,  I  think  it  is,  of  the  Lex- 
!  ington  Water  Power  Company  opinion,  No.  28,  under  the 
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heading  of  13-D,  13-E,  and  so  forth,  starting  abont  the 
middle  of  the  paragraph,  and  I  don’t  want  to  waste  much 
time  but  I  would  like  to  get  the  record  on  what  I  saw  in 
these  opinions.  It  says:  “Barstow  Management  by  means 
of  allocations  on  the  basis  of  estimates  of  time  spent  by 
the  executives  of  the  organization  and  introduced  by  wit¬ 
nesses  familiar  with  the  activities  of  the  organization,  set 
up  as  cost  allocable  to  the  Lexington  Water  Power  contract 
for  the  total  period  under  consideration,  the  sum  of  $559,- 
792.35.  On  the  basis  of  these  costs,  counsel  for  the  Licen¬ 
see  claimed  [R.  p.  1511]  that  the  resulting  profit  of  $65,000 
was  a  reasonable  one.”  Now,  I  grant  you  he  was  running 
contrary  to  anything  that  I  have  contended  in  this  case. 
Now,  skipping  a  paragraph,  and  you  can  read  it  in  if  you 
think  it  is  necessary  to  the  context,  but  I  don’t.  The  next 
paragraph  reads:  “All  Licensee’s  witnesses  testifying  re¬ 
garding  these  fees,  freely  admitted  that  no  records  were 
kept  by  which  actual  costs  to  the  affiliate  could  be  deter¬ 
mined.  They  made  such  estimates  as  seemed  reasonable 
to  them  from  their  memory  of  what  transpired  a  number 
of  years  previously.  It  was  not  common  practice  for  such 
firms  to  keep  any  cost  records  during  this  period  that  the 
affiliation  existed,  as  the  decisions  of  the  courts  had  not 
clearly  indicated  at  that  time  that  inquiry  as  to  costs  could 
be  made.  “Where  adequate  records  of  cost  do  not  exist 
as  a  criterion,  upon  which  this  Commission  may  make  a 
determination,  estimates  of  cost  are  admissible,  together 
with  other  relative  testimony  and  records  as  a  means  of 
protection  of  the  rights  of  the  Licensee,  and  as  a  basis  of 
reasonable  findings  by  the  Commission.”  Now,  just  look¬ 
ing  at  that  language,  don’t  you  think  it  fairly  shows  that  the 
Commission  would  look  with  favor  on  a  cost  study  based  on 
time  estimates  although  they  were  reconstructed  several 
years  after  the  project  was  constructed?  [R.  p.  1512]  A. 
That  was  expressed  in  that  case,  yes,  sir. 

Q.  That  is  all  on  that  subject.  Now,  at  page  12  of  your 
report,  Exhibit  4,  you  say,  do  you  not,  that  you  considered 
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an  annual  basis  produced  more  equitable  results,  and  your 
tabulation  on  page  33  is  distributed,  is  it  not,  on  an  annual 
basis  rather  than  on  a  monthly  basis,  as  was  done  in  the 
report  of  Messrs.  Lybrand,  Ross  Brothers  and  Mont¬ 
gomery?  A.  Yes,  sir. 

Q.  And  I  was  referring  there  in  that  question,  and  I 
assume  that  you  were  referring  in  the  answer  to  the  Stone 
and  Webster  Engineering  Corporation  report?  A.  Yes, 
sir;  it  applies  only  to  that. 

Q.  Yes.  Now,  in  order  that  we  may  see  the  effect  of 
what  you  have  done,  will  you  please  turn  to  page  33  of  your 
report,  and  state  for  the  record  the  amount  of  the  esti- 
nations  which  you  have  proposed  in  addition  to  the  elimi¬ 
nations  which  Messrs  Lybrand,  Ross  Brothers  and  Mont¬ 
gomery  proposed?  A.  Do  you  wish  that  by  years? 

Q.  No,  by  items.  A.  The  heading  is  “Additional  elimi¬ 
nations  proposed  by  F.  P.  C.  Examiner.”  The  first  item 
is  new  business  salaries  included  in  executive.  Remainder 
of  contingent  salares.  Remainder  of  investigation.  Ad¬ 
vertising.  And  then  under  [R.  p.  1513]  the  heading  of 
general  expense,  two  items,  one  being  cessation  salaries, 
and  the  other  contracts — guarantee  payment  (work  done 
in  1915  and  1917),  and  an  item  of  other  operating  expenses, 
subdivided  into  the  following  items:  Beneficial  payments, 
employees  welfare,  entertainment,  publicity — Stone  and 
Webster  Journal.  Miscellaneous  state  taxes  and  travel 
expense. 

Q.  Now,  when  you  read  that,  your  second  item,  you 
read  the  remainder  of  contingent  salaries,  didn’t  you?  A. 
Yes,  sir. 

Q.  Now,  in  your  report  there  is  something  else  added. 
What  is  it?  A.  The  word  “bonus”  has  been  added  in 
parenthesis  to  both  that  item  and  the  item  of  contingent 
salaries  shown  above  as  general  overhead  expense  per 
books. 

Q.  And  practically  everywhere  in  this  report  where  you 
referred  to  contingent  salaries,  you  add  the  word  “bonus” 
don’t  you?  A.  I  believe  so,  yes,  sir. 
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Q.  Now,  does  the  word  “ bonus’ ’  carry  any  disparaging 
idea  to  your  mind?  A.  No,  I  know  of  none,  no,  sir.  It  was 
merely  to  distinguish  it  from  the  ordinary  salary. 

Q.  Didn’t  yon  think  it  was  sufficiently  distinguished, 
Mr.  Wilcox,  by  the  word  “contingent  salaries?” 
[E.  p.  1514]  A.  No,  I  don’t  think  that  that  fully  explains 
the  item. 

Q.  You  think  when  you  add  the  word  “bonus”  after 
“contingent  salaries,”  then  it  is  fully  explained?  A.  To 
my  mind  it  is. 

Q.  Doesn’t' the  word  “bonus”  sometimes  have  a  signifi¬ 
cance  of  a  gift,  so  that  it  is  received  without  consideration. 
A.  Well,  I  can  give  you  a  specific  case,  in  an  examination 
of  the  Electric  Bond  and  Share  Company,  the  cost  of  en¬ 
gineering  construction  service,  a  similar  additional  com¬ 
pensation  was  paid  and  it  was  called  a  bonus,  and  it  was 
known  as  a  bonus  by  everyone. 

Q.  I  ask  you,  did  any  officer  of  the  Stone  and  Webster 
Engineering  Corporation  ever  refer  to  their  plan  as  a  bonus 
plan  or  refer  to  contingent  salaries  as  bonus?  A.  I  don’t 
recall  of  any  such  reference. 

Q.  You  asked  for  certain  information  respecting  de¬ 
tails  on  contingent  salary  and  a  letter  was  sent  to  you,  un¬ 
der  date,  I  believe,  as  I  recall  of  March  3,  wasn’t  it?  The 
date  isn’t  important,  but  was  there  anything  said  in  there 
characterizing  this  payment  as  a  bonus?  A.  I  don’t  be¬ 
lieve  it  has  been  named  bonus  any  place  in  the  Company’s 
records. 

Q.  Yet,  every  time  I  think  almost  without  exception 
that  you  referred  to  that  contingent  salaries,  you  add  the 
[R.  p.  1515]  word  “bonus”,  is  that  right?  A.  Yes,  sir. 

Q.  And  you  now  say  that  you  don’t  think  it  carried  any 
significance  of  disparagement?  A.  No,  sir ;  not  to  my  mind. 

Q.  You  really  sincerely  believe  that  the  words  “con¬ 
tingent  salaries”  would  not  have  given  the  right  idea  to  a 
reader?  A.  I  don’t  think  that  it  explains  the  item,  I  don’t 
think  that  it  adds  anything. 
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Examiner  Marsh:  What  is  your  understanding  of  the 
meaning  of  the  word  “bonus”? 

The  Witness:  To  me  in  this  sense  it  means  that  ad¬ 
ditional  compensation  in  addition  to  the  regular  established 
salary. 

By  Mr.  Tucker: 

Q.  WTiat  do  you  think  contingent  salary  would  mean? 
A.  Well,  it  would  mean  first  that  it  is  contingent  upon 
something  else,  that  would  not  be  explanatory  from  the 
term  itself,  you  would  have  to  explain  it. 

Q.  Wrell,  you  would  have  to  explain  bonus,  wouldn’t 
you,  too?  A.  Well,  to  me  that  explains  itself. 

Q.  Well,  then  let  us  take  up  the  first  item  that  you  men¬ 
tioned.  New  business  salaries  included  in  executive, 
[R.  p.  1516]  is  that  right?  A.  Yes,  sir. 

Q.  And  as  I  understand  it,  the  unproductive  portion  of 
executive  salaries  is  included  in  salaries,  non-productive, 
being  line  1  on  your  page  33  of  Exhibit  4?  A.  Yes,  sir. 

Q.  Now,  I  also  understand  that  at  your  request  Mr. 
Stevens  gave  you  a  breakdown  of  these  non-production 
salaries  and  of  this  information  you  give  a  summary  as  I 
understand  it,  on  page  36  of  your  report?  A.  Yes,  sir; 
that  is  a  copy  of  the  information  which  Mr.  Stevens  fur¬ 
nished  to  me  except  that  it  does  not  include  the  five  months  ’ 
period  of  1933. 

Q.  And  this  shows,  does  it  not,  that  of  the  non-produc¬ 
tive  salaries,  there  were  included  there  in  allocable  to  new 
business,  the  amounts  for  the  years  1929  to  1932,  inclusive, 
shown  in  the  last  line  in  the  tabulation,  totaling  $49,616.77  ? 
A.  Yes,  sir. 

Q.  Then  as  I  understand  it,  claiming  that  in  these  non¬ 
productive  salaries  there  are  certain  amounts  allocable  to 
new  business,  you  eliminated  such  item  in  your  statement 
on  page  33  under  the  heading,  “New  business  salaries  in¬ 
cluded  in  executives”?  And  then  you  content  yourself  at 
this  point  in  saying  that  these  items  appear  to  be  in  the 
[R.  p.  1517]  new  business  category,  and  since  you  later 
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eliminated  in  your  report  all  of  the  new  business  overhead, 
you  eliminated  these,  is  that  correct?  A.  That  is  exactly 
the  idea. 

Q.  Well,  I  will  deal  with  that  again  later  when  I  dis¬ 
cuss  new  business,  but  I  just  wanted  to  see  that  you  throw 
it  over  into  that  classification.  Now,  I  would  like  you  to 
turn  to  your  second  elimination,  on  page  33,  namely  re¬ 
mainder  of  contingent  salaries, — bonus.  I  assume  that  by 
“remainder”  you  merely  mean  that  this  is  after  deducting 
the  adjustments  of  contingent  salaries,  bonus,  to  use  your 
language  with  reference  to  it,  eliminated  by  Messrs.  Ly- 
brand,  Ross  Brothers  and  Montgomery  as  appears  on  this 
page  33,  as  the  fourth  item  under  proposed  elimination  of 
expenses,  per  audit  report  of  Lybrand,  Ross  Brothers  and 
Montgomery.  Is  that  a  fact?  A.  You  are  correct. 

Q.  So  that  under  that  item,  remainder  of  contingent 
salaries,  you  propose  to  elminate  from  the  overhead  of  the 
engineering  corporation,  for  the  purposes  of  this  cost  study, 
all  of  the  contingent  salaries  which  remain  after  the  ad¬ 
justments  by  Messrs  Lybrand,  Ross  Brothers  and  Mont¬ 
gomery  above  referred  to?  A.  Yes,  sir. 

Q.  Now,  I  think  that  you  testified  and  I  would  like  to 
be  sure  on  the  record,  that  you  didn’t  find  anything  in  Ly- 
[R.  p.  1518]  brand,  Ross  Brothers  and  Montgomery’s  re¬ 
port  that  referred  to  the  contingent  salary  as  a  bonus?  A. 
That  is  right. 

Q.  Now,  I  want  to  ask  you,  did  you  ask  to  look  at  the 
corporate  records  of  the  Company  for  the  year  1930,  and 
that  was  the  year  that  you  made  the  somewhat  detailed 
study,  was  it  not?  A.  Yes,  sir. 

Q.  To  see  whether  or  not  before  the  beginning  of  that 
year  there  had  been  something  take  place  which  might  in¬ 
dicate  that  there  had  been  a  contract  arrangement  with 
these  employees  for  the  payment  of  these  contingent 
salaries?  A.  As  I  have  stated,  due  to  the  limitation  and 
the  time  and  the  other  assignments  I  did  not  go  into  any¬ 
thing  dealing  with  salaries,  that  is  I  made  no  analysis  of 
the  pay  roll  accounts. 
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Q.  Well,  since  this  heading  started,  you  have  seen  what 
purports  to  be  a  resolution,  haven’t  you?  A.  Yes,  sir. 

Q.  That  seems  to  deal  with  that  subject  rather  ex- 
plicitely?  A.  That  is  right. 

Q.  And  I  ask  you  also  if  .  you  asked  to  see  any  letters 
that  the  Engineering  Corporation  sent  to  the  employees  on 
the  contingent  salary  list?  [R.  p.  1519]  A.  No,  sir. 

Q.  And  since  this  hearing  started,  you  have  seen  a  typi- 
cale  example  of  such  a  letter?  A.  Yes,  sir;  I  have. 

Q.  Now,  I  want  to  ask  you  why  you  picked  the  year 
1930  for  your  investigation,  your  detailed  investigation? 
A.  It  was  the  year  in  which  the  volume  of  charges  to  the 
Rock  Island  project  was  the  largest,  and  I  further  under¬ 
stood  that  the  firm  of  auditors  had  also  specialized  to  some 
extent  on  that  year  in  their  examination  of  expenses. 

Q.  And  it  happened  also  to  be  the  year  in  which  the  con¬ 
tingent  salary  payment  was  the  largest  of  any  of  the  years 
that  you  investigated  ?  A.  That  was  purely  incidental,  and 
I  did  not  know  of  that  fact  until  after  the  other  work  had 
been  started. 

Q.  But  I  asked  you  whether  it  was  a  fact.  A.  Yes,  it 
was  a  fact. 

Q.  As  I  told  you  before,  I  am  perfectly  happy  to  have 
you  make  explanations,  but  I  would  like  you  to  answer  my 
questions  first  and  then  make  your  explanation. 

*  •  •  •  • 


[R.  p.  1521]  ANDREW  W.  WILCOX 

thereupon  resumed  the  witness  stand  and,  having  been 
previously  sworn,  testified  on  behalf  of  the  Commission  as 
follows : 

Cross  Examination  ( Resumed ) 

By  Mr.  Tucker : 

Q.  Mr.  Wilcox,  I  suppose  you  would  agree  that  it  is 
natural  to  suppose  that  the  owner  of  a  substantial  share  of 
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the  common  stock  of  the  company  wonld  be  interested  not 
to  have  that  company  give  away  its  assets  to  its  employees 
or  to  anybody  else?  A.  I  think  that  is  generally  true. 

Q.  In  this  case  yon  knew,  did  you  not,  at  the  time  yon 
were  considering  it  that  90  per  cent  of  the  stock  of  the 
Engineering  Corporation  was  owned  by  Stone  &  Webster, 
either  directly  or  indirectly,  and  that  ten  per  cent  of  the 
stock  was  owed  by  an  outside  interest?  A.  That  was  my 
understanding. 

Q.  And  at  least  so  far  as  the  outside  interest  was  con¬ 
cerned  it  was  perfectly  clear  that  the  payment  of  contin¬ 
gent  salaries  for  which  the  corporation  did  not  get  a  quid 
pro  quo  would  be  extremely  detrimental  to  their  interest? 
[R.  p.  1522]  Examiner  Marsh:  Does  the  witness  on  the 
stand  understand  the  question? 

Mr.  Tucker:  That  means  “equivalent  value”.  Substi¬ 
tute  the  word  “equivalent  value”  for  “quid  pro  quo”. 

By  Mr.  Tucker : 

Q.  And  at  least  so  far  as  the  outside  interest  was  con¬ 
cerned  it  was  perfectly  clear  that  the  payment  of  contin¬ 
gent  salaries  for  which  the  corporation  did  not  get  an 
equivalent  value  would  be  extremely  detrimental  to  their 
interest  ?  A.  By  that  you  mean  the  outside  interest  did  not 
share  in  such  distribution? 

Q.  No ;  I  mean  the  outside  stockholding  interest  to  which 
you  just  referred.  A.  I  think  that  is  right.  However,  I 
do  not  know  definitely  who  those  interests  were.  I  made 
no  examination  of  the  actual  ownership,  that  is,  as  to  who 
those  parties  were.  But  I  think  your  statement  is  correct. 

Q.  Unless  they  were  a  charitable  institution  of  some 
kind  it  would  not  make  much  difference,  would  it?  A.  No; 
that  is  right. 

Q.  So  if  some  organization  wanted  to  benefit  the  em¬ 
ployees  beyond  what  they  were  entitled  to  as  fair  compensa¬ 
tion  it  wouldn’t  make  any  difference  who  the  outside  in¬ 
terests  were,  would  it?  [R.  p.  1523]  A.  Unless  the  outside 
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i  stockholders  might  have  been  employees.  I  am  not  sure 
I  whether  they  were  or  not.  I  don’t  know  about  that. 

Q.  Didn’t  it  occur  to  you  that  perhaps  that  might  have 
some  bearing  upon  this  elimination?  A.  All  I  can  say  is 
that  it  was  not  considered. 

Q.  And  you  don’t  care  to  answer  as  to  whether  you 
think  it  did  have  some  value  ?  If  you  do  not,  I  do  not  care 
to  press  it.  A.  I  would  not  know  without  knowing  all  of  the 
facts. 

Q.  You  do  know,  do  you  not,  Mr.  Wilcox,  that  in  income 
i  tax  matters  the  Treasury  Department  watches  the  matter 
of  profit  sharing  and  contingent  salaries  and  things  of 
that  kind  pretty  carefully?  A.  It  is  my  understanding 
that  they  do. 

Q.  And  you  know,  I  take  it,  as  a  matter  of  general 
i  knowledge  as  an  accountant,  that  if  they  find  that  the  pay¬ 
ment  is  a  bonus  they  treat  it  entirely  differently  for  income 
tax  purposes  than  if  it  were  salary ;  and  you  know,  do  you 
not,  that  that  difference  is  that  if  it  is  a  bonus  the  recipient 
is  not  required  to  pay  an  income  tax  thereon  nor,  on  the 
i  other  hand,  is  the  corporation  giving  the  bonus  allowed  to 
i  deduct  it  as  a  part  of  its  expenses?  You  know  all  that, 
don’t  you?  A.  That  is  correct. 

i  Q.  Now,  Mr.  Wilcox,  I  want  to  ask  you  in  connection 
[E.  p.  1524]  with  your  consideration  of  whether  the  con- 
!  tingent  salaries  should  be  eliminated  from  the  overhead 
i  for  the  purposes  of  this  case  you  inquired  of  the  company 
whether  the  income  tax  authorities  had  raised  any  question 
of  this  kind?  A.  I  do  not. 

Q.  Then  you  do  not  know  when  you  wrote  this  report 
that  the  Internal  Revenue  Examiners  and  the  Department 
I  had  approved  the  method  of  handling  contingent  salaries 
i  for  the  years  in  which  you  were  interested  as  salaries  and 
not  as  bonuses  and  had  allowed  them  as  a  deductible  ex- 
I  pense  on  the  income  tax  return  for  the  years  involved? 
A.  No,  sir;  I  was  not  aware  of  those  facts  at  the  time. 

Q.  And  you  made  no  inquiry  about  it?  A.  That  is 
correct. 
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Q.  Now,  I  will  ask  you  if  you  do  not  think  that  kind  of 
an  inquiry  might  have  some  bearing  on  this  question  of 
elimination?  A.  It  might  have  a  bearing.  But  I  don’t 
know  to  what  extent.  In  other  words,  I  cannot  say  what 
action  the  Commission  might  desire  to  take. 

Q.  In  any  event,  you  did  not  get  the  information  and 
put  it  into  your  report  for  the  benefit  of  the  Commission, 
did  you?  A.  No,  sir. 

[R.  p.  1525]  Q.  With  respect  to  the  year  1930,  it  is  a  fact, 
is  it  not,  that  you  were  furnished  by  the  Engineering  Cor¬ 
poration  with  a  list  of  the  actual  persons  who  received  the 
contingent  salaries  which  were  paid  in  that  year  ?  A.  Yes, 
sir. 

Q.  And  those  you  refer  to  in  some  detail,  do  you  not, 
on  page  37  of  your  report  under  the  heading  “Contingent 
Salaries,  Bonus”,  which  you  say:  “The  amount  allocated 
to  general  overhead  expense  for  contingent  salaries  in  1930 
was  $714,525.29,  and  of  this  amount  $76,2S6.77  was  not  dis¬ 
bursed  and  was  accordingly  eliminated  by  the  audit  report 
of  Messrs.  Lybrand,  Boss  Bros.  &  Montgomery.  A  request 
was  made  for  data  concerning  the  remainder  of  $638,238.52, 
and  a  statement  showing  the  names  of  those  participating 
and  the  payments  to  each  was  furnished  by  Mr.  F.  A. 
Stevens,  Treasurer,  with  the  request  that  same  be  con¬ 
sidered  confidential.  This  list  showed  that  an  amount  of 
$629,538.52  was  distributed  among  122  persons,  the  dif¬ 
ference  of  $S,700  being  caused  by  a  variation  between  fiscal 
and  calendar  years.”  Now,  you  did  refer  to  this  matter  in 
your  report,  didn’t  you?  A.  Yes,  sir. 

Q.  Then,  very  briefly,  to  continue  the  quotation,  in 
[R.  p.  1526]  the  very  next  paragraph  you  say:  “The  en¬ 
tire  amount  of  contingent  salaries  is  recommended  for 
elimination  for  the  purposes  of  this  report,  first,  because 
it  was  a  distribution  of  net  earnings  and,  second,  for  the 
reason  that  it  was  not  shared  by  all  employees  and,  there¬ 
fore,  did  not  follow  the  salary  base  or  distribution  of  gen¬ 
eral  overhead  expense”.  Now  Mr.  Wilcox,  I  want  you  to 
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tell  me  what  real  difference  you  think  it  makes  on  the  ques¬ 
tion  of  whether  or  not  this  was  a  proper  overhead  to  be 
considered  in  determining  costs  in  this  case,  whether  it 
i  was  a  distribution  of  net  earnings  or  not?  A.  I  think  that 
i  is  a  matter  which  should  be  called  to  the  attention  of  the 
i  Commission.  In  other  words,  I  had  no  authority  for  pass¬ 
ing  upon  or  approving  any  item  on  which  I  entertained 
the  slightest  doubt.  It  was  my  duty  to  point  out  those 
features. 

i  Q.  You  say  in  the  last  paragraph,  do  you  not,  that  you 
i  recommend  this  to  the  Commission?  There  are  no  quali¬ 
fications  there,  are  there?  A.  No,  sir. 

Q.  You  recommended  it  to  the  Commission?  A.  Yes. 

Q.  And  you  gave  just  two  reasons.  The  first  one 
is:  “Because  it  was  a  distribution  of  net  earnings ”. 
[R.  p.  1527]  Now,  I  am  asking  you  to  search  your  mind  and 
put  on  this  record  why  you  thought,  merely  because  it  was 
a  distribution  net  earnings,  it  ought  to  be  eliminated  as  a 
i  part  of  the  overhead  in  determining  costs  for  the  purposes 
of  this  case?  A.  Well,  in  my  mind  there  is  a  distinction 
between  a  distribution  of  this  type  which  is  based  upon 
i  net  earnings  of  the  company  and  one  which  is  based  upon 
i  a  flat  percentage  of  a  person’s  salary. 

Q.  Anybody  can  see  that  distinction.  I  mean  he  who 
runs  could  read  that.  Do  you  want  to  leave  the  record 
that  that  is  what  you  had  in  your  mind  in  saying  that  that 
i  was  one  of  two  reasons  for  your  recommendation  that  this 
item  be  eliminated?  If  you  do,  then  I  will  pass  on.  I  just 
want  to  give  you  a  fair  opportunity  to  state  what  you  had 
in  your  mind.  A.  That  is  really  my  idea  on  that. 

Q.  Just  because  it  was  different  from  a  percentage  of 
the  base  salary?  A.  No.  All  I  am  trying  to  do  is  explain 
the  method. 

Q.  Let  us  assume  that  there  is  a  difference.  And  I  think 
there  is.  I  don’t  think  anybody  would  deny  that.  That 
i  does  not  explain  why  you  thought  that  fact  was  one  of  two 
reasons  why  this  should  be  eliminated  in  determining  costs 
for  the  purposes  of  this  case,  does  it?  A.  To  me  it  did. 
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[R.  p.  1528]  Q.  It  just  states  a  fact.  That  is  not  a  reason. 
I  do  not  like  to  get  into  a  discussion  of  psychology  with 
you,  but  that  is  just  a  fact.  A.  Well,  it  is  a  fact  for  the 
Commission  to  question  and  reason  among  themselves.  I 
cannot  make  the  decision. 

Q.  Well,  you  did  make  a  recommendation  based  upon  it, 
did  you  not?  A.  That  is  right.  As  I  see  it,  that  is  my  duty. 

Q.  And  you  yourself  based  it  upon  the  fact  and  it  had 
no  more  reason  back  of  it  than  just  the  fact?  A.  Yes. 

Q.  Is  that  the  way  you  want  to  leave  the  record?  A. 
That  suits  me. 

Q.  Now  Mr.  Wilcox,  I  want  to  examine  you  just  a  little 
further  on  that  matter.  You  say  that  your  first  reason  for 
recommending  this  was  because  it  was  a  distribution  of  net 
earnings.  Now,  have  you  read  Exhibit  HH,  being  the 
resolution  of  the  Board  of  Directors  with  respect  to  this 
matter?  A.  I  believe  I  heard  it  when  it  was  read  into  the 
record.  I  do  not  recall  all  of  the  language  of  the  resolu¬ 
tion.  I  have  a  copy  of  it  which  you  have  just  given  to  me. 

Q.  Have  you  now  read  the  resolution?  A.  Yes,  sir. 

Q.  It  says,  does  it  not,  that  “such  of  the  officers  and 
employees  of  the  corporation  as  may  be  selected  for 
[R.  p.  1529]  such  purpose  by  the  Salary  Committee  from 
time  to  time  shall  be  compensated  on  the  basis  first  of  a 
fixed  amount  at  a  rate  per  year  as  determined  by  the  Salary 
Committee  in  each  individual  case,  and  second  a  contingent 
amount  measured  by  the  percentage”,  and  without  reading 
the  rest  of  it,  “of  the  net  earnings”,  and  so  on?  A.  That 
is  correct. 

Q.  On  any  fair  interpretation  of  the  language  of  that 
resolution  you  would  say  that  they  intended  to  fix  the  salary 
as  being  composed  of  two  parts — first,  a  fixed  salary  and, 
second,  a  contingent  salary  based  upon  net  earnings, 
wouldn’t  you?  A.  That  is  right. 

Q.  When  you  say  because  it  was  a  distribution  of  net 
earnings,  in  view  of  that  resolution  it  was  as  a  fact  the 
payment  of  a  salary  that  had  been  fixed  by  resolution  of  the 
Board,  wasn’t  it?  A.  That  is  the  language  of  the  resolu- 
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tion.  I  think  perhaps  this  phrase  would  be  improved  by 
saying  “Because  it  was  based  upon  a  distribution  of  net 
earnings”.  That  would  more  clearly  state  the  situation. 

Q.  Do  you  wish  to  make  that  amendment  to  your  report? 
A.  I  believe  that  would  be  helpful. 

Q.  Just  where  do  you  want  to  change  the  report? 
“First,  because  it  was  based  upon  a  distribution  of  net 
[R.  p.  1530]  earnings  ’  ’. 

Q.  You  would  not  want  to  come  through  and  do  what 
seems  to  me  ought  to  be  done,  would  you,  that  is  to  say 
“because  it  was  a  salary  which  was  based  upon  a  distribu¬ 
tion  of  net  earnings”?  A.  I  have  already  called  it  a  con¬ 
tingent  salary.  I  think  that  is  sufficient. 

Q.  In  a  number  of  places  in  the  report  you  call  it  a  bonus, 
don’t  you?  Is  that  right?  A.  Yes,  sir. 

Q.  And  these  letters  that  were  sent  out  to  those  em¬ 
ployees  made  it  substantially  a  contract,  didn’t  it,  that  they 
were  to  get  a  base  salary  plus  a  contingent  salary  based 
upon  net  earnings? 

Mr.  Shannon :  I  object  to  that.  I  do  not  think  the  witness 
is  competent  to  answer  that  question.  That  involves  legal 
knowledge. 

Mr.  Tucker:  I  will  not  press  it.  There  has  been  con¬ 
siderable  discussion  in  this  case  of  law,  however,  by  experts 
on  the  stand,  and  a  great  deal  of  it  has  come  from  your  side 
of  the  table. 

By  Mr.  Tucker: 

Q.  Now,  just  so  that  the  record  can  be  absolutely  clear 
as  far  as  it  can  be  as  to  the  basis  of  your  recommendation, 
Mr.  Wilcox,  that  contingent  salaries  be  eliminated  from 
[R.  p.  1531]  overhead  in  determining  costs  in  this  case,  it  is 
perfectly  clear,  is  it  not,  that  you  did  not  to  any  extent,  so 
far  as  your  report  is  concerned,  base  it  upon  the  fact  that 
any  of  the  individual  salaries  was  unreasonable  in  amount? 
Is  that  right?  A.  No;  no  reference  has  been  made  to  that 
in  any  way. 
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Q.  And  when  you  recommended  the  elimination  you 
knew  that  the  distribution  was  to  122  persons  ?  A.  Yes,  sir. 

Q.  And  you  knew  either  then  or  you  know  now  that  those 
122  persons  included  19  officers,  minor  executives  and  assis¬ 
tant  officers  18,  engineers  43,  field  construction  superin¬ 
tendents  32,  field  accountants  7,  field  purchasing  agents  3? 
A.  Yes,  sir. 

Q.  Did  it  occur  to  you  that  Stone  &  Webster  Inc.,  as  the 
owner  of  90  per  cent  of  the  stock  of  Stone  &  Webster  Engi¬ 
neering  Corporation,  might  have  a  self-interest  which  might 
lead  them  to  derive  as  much  set  profit  from  the  business  of 
this  company  as  it  could,  and  that  if  it  were  not  necessary 
to  pay  these  contingent  salaries  in  addition  to  the  basic 
salaries  self-interest  w’ould  have  led  them  not  to  pay  these 
contingent  salaries?  Did  that  occur  to  you?  A.  Is  the 
question,  Mr.  Tucker,  did  I  give  consideration  to  that  fact  ? 

Mr.  Tucker:  Will  the  reporter  read  the  question,  please? 
[R.  p.  1532]  (The  question  was  then  read  by  the  Reporter.) 

The  Witness:  I  would  say  that  is  a  matter  of  business 
policy.  I  don’t  know  who  determines  the  policy  of  the  Stone 
&  Webster  organization. 

Mr.  Tucker:  I  think  I  am  entitled  to  have  the  witness 
say  whether  that  occurred  to  him  or  not,  Mr.  Examiner. 

Examiner  Marsh:  Did  that  thought  occur  to  you? 

The  Witness :  As  I  said  before,  I  made  no  investigation 
of  the  stock  ownership  or  the  control  of  these  companies. 
I  took  information  from  other  sources  at  another  date.  I 
admit  that  I  did  not  give  full  consideration  to  these  facts, 
because  they  were  not  known. 

By  Mr.  Tucker: 

Q.  You  have  no  reason  to  doubt  that  Stone  &  Webster 
Inc.  owned  90  per  cent  of  the  stock  of  the  Stone  &  Webster 
Engineering  Corporation  and  that  one  other  outside  interest 
owned  10  per  cent?  Did  you  have  any  reason  to  doubt  that ? 
You  were  given  that  information,  were  you  not?  A.  Not 
that  I  recall. 
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Q.  And  you  did  not  make  any  inquiry  about  it  ?  A.  The 
only  exact  information  I  have  on  that  matter  is  the  chart 
which  was  introduced  in  this  report,  which  is  at  a  later  date. 

By  Examiner  Marsh : 

Q.  Did  you  refer  to  the  chart  showing  inter-ocrporate 
[R.  p.  1533]  relationship?  A.  Yes,  sir. 

Mr.  Tucker:  The  witness  evidently  refers  to  the  chart 
on  page  4? 

The  Witness:  Yes. 

By  Mr.  Tucker: 

Q.  Well,  you  say  it  is  at  a  later  date?  A.  Yes. 

Q.  It  is  still  within  the  years  that  were  covered  by  your 
examination,  isn’t  it?  A.  Yes. 

Q.  Isn’t  the  chart  dated  December  31, 1932?  A.  That  is 
true.  But  the  only  details  I  really  had  or  the  only  thing 
were  the  details  on  the  year  1930. 

Q.  Let  us  assume  that  it  had  not  been  changed.  I  notice 
in  the  chart  that  Stone  &  Webster  Engineering  Corpora¬ 
tion — and  that  is  the  corporation  with  which  we  are  here 
dealing,  isn’t  it?  A.  Yes,  sir. 

Q.  — owned  95.83  per  cent  by  Stone  &  Webster  Engi¬ 
neering  Company,  and  that  100  per  cent  of  Engineering 
Company  was  owned  by  Stone  &  Webster  Inc.  There  was 
some  preferred  stock  of  Stone  &  Webster  Engineering  Cor¬ 
poration  outstanding,  wasn’t  there?  A.  As  I  recall  it,  it 
was  all  owned  by  Stone  &  Webster  Inc. 

[R.  p.  1534]  Q.  But  there  was  some  outstanding?  A.  Yes. 

Q.  And  this  chart  purported  to  give  voting  control  in 
the  percentages — which  I  suppose  it  did — that  were  in  effect 
voting  control,  and  still  they  might  own  90  per  cent  of  the 
i  common  stock?  Is  that  right?  A.  Yes,  sir. 

Q.  Is  it  a  fair  statement  for  the  record  that  these  facts 
i  we  are  talking  about  here  were  not  considered  by  you  of 
sufficient  importance  in  making  this  recommendation  for 
you  to  have  gone  into?  A.  I  make  the  statement  at  the 


355 


(Andrew  W.  Wilcox,  Com.,  Cross,  Cont’d.) 

very  beginning  of  the  report  that  I  did  not  have  the  time 
to  go  into  any  intercompany  accounts.  That  is  the  reason 
that  these  things  were  not  gone  into  in  detail. 

Q.  Don’t  you  think  it  would  have  been  fairer  to  this 
Licensee  under  those  circumstances,  Mr.  Wilcox,  if  at  page 
37  you  had  told  the  Commission  frankly  that  this  report  was 
just  giving  them  some  facts  and  that  under  the  circum¬ 
stances  that  you  had  not  had  the  opportunity  to  make  the 
kind  of  an  investigation  that  you  thought  you  ought  to 
make  before  you  made  any  recommendation,  and  you  were 
not  making  any  recommendations  but  you  were  just  giving 
them  such  facts  as  you  had  gathered?  A.  That  is  the  whole 
difficulty.  I  had  to  submit  a  report  before  I  had  an  oppor¬ 
tunity  to  make  a  full  examination. 

[E.  p.  1535]  Mr.  Tucker:  I  will  ask  that  the  question  be 
read,  and  I  will  ask  that  the  witness  please  answer  it. 

(The  question  was  then  read  by  the  Reporter.) 

Examiner  Marsh:  The  witness  will  please  answer  the 
question  with  such  qualifications  as  he  wishes  to  make. 

By  Mr.  Tucker: 

Q.  I  am  asking  whether  it  would  not  have  been  fairer  for 
you  to  have  done  that  than  to  have  made  the  recommenda¬ 
tion  which  you  did  make  on  page  37,  under  the  circum¬ 
stances?  A.  In  answering  that  question  let  me  say  this. 
I  think  it  would  have  been  fairer.  But  that  brings  up  the 
question  of  repeating  the  same  explanation  all  of  the  way 
through  the  report. 

Q.  Even  at  the  expense  of  repetition  it  is  always  better 
in  this  world  when  you  are  dealing  with  other  people  to  be 
as  fair  as  you  can  be,  isn’t  it?  A.  Yes.  And  I  had  no  intent 
of  being  anything  but  fair. 

Q.  That  is  the  better  policy,  isn’t  it?  A.  Surely. 

Q.  Now,  in  this  report  and  in  a  lot  of  cases  don’t  you 
show  that  you  have  not  examined  these  things,  or  you  state 
that  you  have  not  and  say  that  you  merely  call  such  facts 
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as  yon  have  to  the  attention  of  the  Commission  and  state 
expressly  in  those  cases  that  yon  are  not  making  any  rec- 
ommenda-  [R.  p.  1536]  tion.  Now,  you  do  just  that  at  a  lot 
of  places  in  this  report,  don’t  you?  A.  That  is  right. 

Q.  You  said  here,  as  I  understand  it,  with  all  of  the 
limitations  or  otherwise — and  I  care  not  what  they  were — 
about  this  contingent  salary  item,  instead  of  just  reporting 
the  facts  you  do  make  a  flat,  unqualified  recommendation 
that  this  contingent  salary  be  eliminated  from  overhead  for 
the  purpose  of  determining  costs  in  this  case  ?  Is  that  right  ? 
A.  Yes. 

Q.  And  if  you  had  it  to  do  over  again  right  now  you 
would  not  do  it  again?  A.  If  I  had  to  do  it  over  again  I 
would  insist  upon  a  complete  examination  before  preparing 
a  report  and  making  the  recommendations. 

Mr.  Tucker:  I  think,  Mr.  Examiner,  I  am  entitled  to  a 
more  direct  answer  to  that  question.  I  am  asking  whether 
if  he  had  this  report  to  write  over  again  right  now  while 
he  is  on  the  witness  stand  he  would  make  the  recommenda¬ 
tion  that  he  does  make  for  the  elimination  of  these  contin¬ 
gent  salaries  for  the  purposes  of  his  report  in  this  cost 
study  on  page  37.  And  I  think  I  am  entitled  to  a  direct 
answer. 

Examiner  Marsh:  The  Witness  may  answer  that 
question. 

The  Witness:  I  think  I  would  be  compelled  to  for  the 
[R.  p.  1537]  reason  I  stated  a  moment  ago,  that  by  not  rec¬ 
ommending  the  suspension  or  elimination  it  would  mean 
practically  giving  approval  to  them.  I  could  not  be  placed 
in  the  position  of  doing  that. 

By  Mr.  Tucker: 

Q.  I  think  we  would  get  along  a  great  deal  better  if 
you  were  frank  with  me.  You  have  other  places  in  this 
report  where  you  had  the  same  kind  of  situations,  exactly 
the  same.  Let  us  see  some  of  them.  I  read  from  page  56 
of  your  report.  1  i  Legal.  Charges  for  legal  services  and 
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expenses  averaged  approximately  $5,500  per  year  during 
the  five  year  period  1928-1932  and  varied  widely  between 
limits  of  $1,380.72  in  1932  to  $11,713.50  in  1929.  An  analysis 
of  the  recorded  legal  expenses  for  the  year  1930  showed 
that  the  principal  item  of  expense  was  that  of  payments 
to  the  firm  of  Rushmore,  Bisbee  &  Stern  for  general  profes¬ 
sional  services.  Examination  of  legal  expenses  for  other 
years  might  indicate  that  elimination  of  this  class  of  ex¬ 
pense  should  be  recommended,  but  no  definite  recommen¬ 
dations  for  eliminations  have  been  made  on  the  basis  of 
present  data”.  Is  that  what  you  said?  A.  That  is  cor¬ 
rect. 

Q.  Why  did  not  the  same  compelling  interests  that  com¬ 
pelled  you  to  recommend  the  elimination  of  the  contingent 
[R.  p.  1538]  salaries  also  impel  you,  when  you  did  not  have 
sufficient  data  and  so  showed  in  your  report,  to  make  a 
recommendation  in  that  case?  A.  For  the  simple  reason 
that  the  contingent  salary  was  considered  to  be  the  same 
class  of  item  in  every  year  and,  therefore,  it  should  be 
treated  the  same.  In  the  case  of  legal  expense  I  had  no 
idea  what  the  disbursements  covered  in  the  other  years. 
For  that  reason  I  hesitated  to  make  any  recommendation. 

Q.  You  know,  do  you  not,  Mr.  Wilcox,  that  for  the  year 
1930  that  the  expenditures  made  by  Stone  &  Webster  Engi¬ 
neering  Corporation  amounted  to  $63,000,000,  including 
contingent  salaries  of  $62,900?  Do  you  know  that?  A. 
No,  sir. 

Q.  You  don’t  know  it?  A.  No,  sir;  I  don’t  know  that. 

Q.  Didn’t  you  make  any  check  of  the  total  volume  of 
business  of  the  Engineering  Corporation?  A.  No,  sir. 

Q.  For  the  year  1930?  A.  No,  sir. 

Q.  In  view  of  the  size  of  the  business  that  this  corpo¬ 
ration  is  carrying  on,  on  the  assumption  that  those  figures 
are  correct — and  they  would  be  huge  in  this  kind  of  a 
business,  wouldn’t  they?  [R.  p.  1539]  A.  Yes. 

Q.  You  would  not  be  surprised  if  they  were  that  much 
for  that  year?  A.  I  did  not  think  they  were  that  high.  I 
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knew  of  some  information  contained  in  reports  to  the  Fed¬ 
eral  Trade  Commission.  As  I  recall  it,  the  figure  was 
something  under  $60,000,000,  although  I  cannot  recall  the 
exact  figure. 

Q.  Whether  it  is  $50,000,000  or  something  of  the  kind 
does  not  really  make  any  difference  for  the  purpose  of 
my  examination.  In  view  of  the  importance  of  that  cor¬ 
poration  and  the  volume  of  business  that  it  was  doing  don’t 
you  think  it  was  a  little  gratuitous  for  you  to  say  “Exami¬ 
nation  of  legal  expenses  for  other  years  might  indicate 
that  elimination  of  this  class  of  expense  should  be  recom¬ 
mended,  but  no  definite  recommendations  for  eliminations 
have  been  made  on  the  basis  of  present  data,  particularly 
in  view  of  the  fact  that  the  fees  for  the  years  1928  to  1932 
varied  merely  from  $1,380.72  to  $11,713.50. 

Mr.  Shannon:  May  I  ask  that  the  word  “gratuitous” 
be  explained? 

Mr.  Tucker :  I  cannot  bother  with  that. 

Mr.  Shannon:  I  fail  to  see  the  application  of  the  word 
“gratuitous”  in  that  question. 

Mr.  Tucker:  Perhaps  the  witness  will  see  it. 

Mr.  Shanon:  I  request  that  the  word  be  explained 
[R.  p.  1540]  before  the  question  is  answered. 

Examiner  Marsh :  Do  you  want  to  object  to  the  question? 

Mr.  Shannon:  Unless  that  explanation  is  made,  yes. 

Examiner  Marsh:  The  objection  is  sustained. 

By  Mr.  Tucker: 

Q.  Well,  to  use  the  Anglo-Saxon  phrase,  I  think  the  wit¬ 
ness  knows  perfectly  well  what  I  mean  by  that.  Do  you 
think  you  went  out  of  your  way  just  a  little  bit  in  saying 
what  you  did  about  those  legal  fees  under  the  circum¬ 
stances?  A.  Not  at  all. 

Q.  Do  you  understand  the  question?  A.  Yes.  • 

Q.  Your  answer  is  “not  at  all”?  A.  That  is  right. 

Q.  But  there  was  a  case  when  you  did  not  know  the  facts 
and  you  did  not  feel  that  you  were  under  any  duty  to  make 
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a  recommendation;  you  just  said  you  did  not  know  the 
facts  and  you  did  not  make  it?  Is  that  right?  I  am  talking 
now  about  the  legal  fees.  A.  Yes.  I  would  explain  I  did 
not  know  the  nature  of  the  expenses  in  the  other  years 
whereas  in  the  case  of  contingent  salaries  the  nature  of  the 
expense  was  presumed  to  be  the  same  in  all  the  years. 

Q.  But  there  are  a  lot  of  facts  about  this  contingent 
salary  that  you  did  not  know,  and  you  knew  you  did  not  know 
[R.  p.  1541]  them,  did  you?  A.  Yes. 

Q.  Yet  instead  of  saying  back  there,  as  you  did  over 
here,  you  were  giving  the  facts  and  1  ‘no  definite  recommen¬ 
dations  for  eliminations  have  been  made  on  the  basis  of 
the  present  data”,  you  do  make  a  flat  recommendation ?  A. 
That  is  right. 

Q.  With  that  I  shall  leave  it.  Did  you  make  any  inquiry 
as  to  the  experience  of  the  Stone  &  Webster  Engineering 
Corporation,  even  in  view  of  the  contingent  salary  plan  in 
respect  of  the  matter  of  losing  key  men  to  competitors 
because  the  key  men  felt  that  they  could  do  better  by  them¬ 
selves  in  other  situations?  Q.  No,  sir. 

Q.  Did  you  make  any  investigation  to  find  out  whether 
or  not  there  were  cases  in  which  the  only  reason  that  they 
were  able  to  hold  key  men  from  going  to  competitors  was 
because  of  the  contingent  salary  arrangement?  A.  No; 
I  did  not. 

Q.  Do  you  think  such  facts,  if  you  had  inquired  into 
them,  might  have  had  some  effect  on  your  recommendation  ? 
A.  Possibly;  but  I  cannot  say  to  what  extent. 

Q.  Do  you  think  it  would  be  good  business  judgment 
for  the  Stone  &  Webster  Engineering  Corporation  or  for 
any  other  business  corporation  to  pay  salaries  which  were 
higher  [R.  p.  1542]  than  were  necessary  to  be  paid  in  order 
to  obtain  the  character  of  services  which  it  was  necessary 
that  the  corporation  should  obtain  in  order  to  render  the 
service  which  it  was  organized  to  render?  A.  Will  you 
repeat  the  question,  please? 
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Mr.  Tucker :  Will  the  Reporter  read  the  question,  please? 

(The  question  was  then  read  by  the  Reporter.) 

The  Witness :  No ;  I  do  not. 

By  Mr.  Tucker: 

Q.  Mr.  Wilcox,  do  you  know  any  reason  which  would 
lead  you  to  believe  that  the  Stone  &  Webster  Engineering 
Corporation  is  not  efficiently  managed?  A.  I  really  can¬ 
not  testify  on  that. 

Q.  The  question  is,  Mr.  Wilcox,  do  you  know  of  any 
reason  which  would  lead  you  to  believe  it?  Do  you  know 
of  any?  Now,  you  can  testify  what  you  know  of  any,  can¬ 
not  you  not?  A.  No;  I  don’t  of  any. 

Q.  Do  you  know  in  a  general  way  the  reputation  that 
the  corporation  has  in  the  construction  field,  that  is, 
whether  it  is  a  good  reputation  or  a  bad  reputation  as  to 
efficiency?  A.  I  have  heard  many  comments  on  the  organ¬ 
ization.  And  I  might  say  that  they  have  been  mixed. 

Q.  Do  you  mean  some  people  do  not  think  they  are 
[R.  p.  1543]  efficient?  A.  I  have  heard  that.  I  might  say 
in  all  fairness  that  the  majority  have  rated  the  organiza¬ 
tion  very  highly. 

Q.  Mr.  Wilcox,  were  you  ever  responsible  for  the  salary 
policy  of  any  substantial  corporation? 

Mr.  Shannon:  I  object. 

Examiner  Marsh:  The  objection  is  overruled. 

The  Witness:  Only  to  a  limited  extent. 

By  Mr.  Tucker: 

Q.  Do  you  mean  to  some  limited  extent  you  were  re¬ 
sponsible  for  the  salary  policy  of  some  substantial  corpo¬ 
ration?  A.  Of  a  small  division  of  the  corporation. 

Q.  I  now  call  your  attention  to  the  statement  at  the 
bottom  of  page  14  and  the  top  of  page  15  of  your  report, 
as  follows:  “Reports  of  the  Federal  Trade  Commission  on 
Utility  Corporations,  particularly  Senate  Document  92, 
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Part  66,  pages  741  and  745,  show  that  70  per  cent  or  more 
of  the  earnings  from  consulting  engineering  and  design  and 
construction  services  performed  by  Stone  &  Webster  Engi¬ 
neering  Corporation  during  the  period  from  July  1,  1928 
to  December  31,  1932,  was  collected  from  outside  clients.’ ’ 
I  assume  from  the  fact  that  you  quoted  this  report  of  the 
Federal  Trade  Commission  in  your  report  that  you  know 
of  no  reason  to  doubt  its  accuracy.  Is  that  a  fact? 
[R.  p.  1544]  A.  I  know  of  no  specific  reason.  It  is  a  matter 
of  public  record.  And,  if  I  understand  the  procedure,  all 
of  the  exhibits  that  were  introduced  were  checked  by  both 
parties  before  submitting  them  as  evidence. 

Q.  So  that  the  policy  of  Stone  &  Webster  in  giving  these 
contingent  salaries  was  not  based  entirely  upon  fees  that 
they  earned  from  affiliates,  was  it?  A.  No,  sir. 

Q.  Referring  again  to  page  37,  you  gave  a  second  rea¬ 
son  for  your  flat  recommendation  that  this  contingent 
salary  should  be  eliminated  from  the  overhead  in  this  case. 
What  was  that,  Mr.  Wilcox?  A.  That  was  stated  as  fol¬ 
lows:  “Second,  for  the  reason  that  it  was  not  shared  by 
all  employees  and,  therefore,  did  not  follow  the  salary  base 
for  distribution  of  general  overhead  expense”. 

Q.  Do  you  think  that  is  a  valid  reason  for  eliminating 
it  entirely  from  the  overhead  in  this  case  ?  A.  I  do. 

Q.  Will  you  please  explain  in  extenso  your  reasons  for 
so  believing?  A.  The  issue  that  is  raised  here  is  that  it 
would  be  necessary,  in  my  opinion,  to  redistribute  the  con¬ 
tingent  salary  upon  the  basis  of  the  salary  of  those  par¬ 
ticular  persons  who  participated  in  the  plan.  That  would 
involve  getting  a  time  [R.  p.  1545]  distribution  of  these 
122  employees  in  the  year  1930,  for  example,  and  finding 
out  where  their  time  was  charged  and  treating  as  the  con¬ 
tingent  salary  in  that  manner. 

Q.  You  heard  Mr.  Taylor  talk  on  that  subject  yester¬ 
day,  did  you  not?  A.  Yes,  sir. 

Q.  You  heard  him  describe  step  by  step  the  processes 
that  that  would  involve,  did  you  not?  A.  I  did. 
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Q.  In  substance  did  you  agree  with  him?  I  do  not 
mean  his  conclusion,  but  I  mean  on  the  processes  involved. 
A.  On  the  processes,  yes. 

Q.  Did  you  also  hear  him  testify  that  he  did  not  believe 
if  he  went  through  all  of  that  agony  and  misery  that  it 
would  make  much  difference  in  the  result?  A.  I  heard 
him  so  testify. 

Q.  What  is  vour  opinion  on  that  point?  A.  I  think  we 
have  to  explore  that  and  find  out  what  difference  it  would 
make. 

Q.  Is  there  any  limit  to  the  tangent  that  we  have  to  run 
off  on  in  these  cases  ?  A.  As  I  say,  I  am  not  sure  what  the 
Commission  may  require  in  the  matter.  I  am  only  setting 
out  the  matter  for  their  consideration.  We  have  to  be 
guided  by  their  instruc-  [R.  p.  1546]  tions,  or  at  least,  I 
will  have  to  be. 

Q.  At  least  you  have  no  reason  now  to  believe  that  it 
would  make  any  material  difference  in  this  case,  after  you 
had  done  all  of  that  work?  I  mean  now.  A.  I  am  of  the 
opinion  that  it  would. 

Q.  Well,  let’s  develop  that?  A.  Do  you  mean  for  me  to 
explain  it? 

Q.  If  you  think  you  have  sufficient  basis  for  that  opinion 
that  you  think  it  would  make  a  difference,  we  have  an  issue 
between  the  experts.  A.  For  example,  there  are  a  number 
of  engineers  and  construction  superintendents  involved.  I 
think  the  thing  to  do  would  be  to  determine  where  their 
time  was  charged,  also  determine  the  amount  of  contingent 
salary  that  was  paid  to  those  particular  employees  and  re¬ 
vise  the  distribution  of  that  contingent  salary. 

Q.  How  long  do  you  think  it  would  take  to  do  that?  A. 
I  cannot  say. 

Q.  When  you  got  all  through  you  would  have  to  make  a 
lot  of  guesses,  wouldn’t  you?  I  can  just  see  that  myself, 
and  I  am  not  an  accountant.  But  I  myself  just  visualize 
that  process.  If  they  did  not  keep  time  records  with  that 
thing  in  mind  you  would  have  to  make  a  lot  of  guesses  in 
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order  to  arrive  at  the  ultimate  result.  Don ’t  you  think  you 
would  ?  A.  I  believe  as  to  construction  superintendents  and 
[R.  p.  1547]  engineers  their  time  would  be  very  definite. 
Some  of  your  executive  time  would  have  to  be  allocated. 

Q.  Yes,  I  think  so.  A.  There  is  no  doubt  about  that. 

Q.  That  is  a  big  part  of  this  item,  isn’t  it?  You  have 
19  officers,  and  they  got  the  biggest  share  of  it,  didn’t  they? 
A.  Yes. 

Q.  I  don’t  know  the  fact,  but  I  assume  they  did.  A.  Yes. 

Q.  And  as  to  their  time  you  have  to  do  a  lot  of  work 
to  determine  this  that  will  not  be  based  upon  any  records 
of  the  company?  A.  Yes.  It  would  still  be  distributed  on 
the  basis  of  direct  payrolls,  the  same  as  the  other  overhead 
distribution? 

Q.  Then  the  real  issue  in  this  case  is :  what  is  the  general 
overhead,  isnt  it?  That  is  the  real  issue,  isn’t  it?  A.  Yes. 

Q.  As  applied  to  this  item.  A.  Yes;  if  we  agree  as  to 
what  is  general  overhead. 

Q.  You  are  not  willing  to  concede  that  it  is  a  general 
overhead  for  the  purpose  of  this  case,  and  you  think  that  we 
ought  to  do  all  of  this  additional  work  and  make  the  guesses 
that  we  would  have  to  make  as  to  the  majority  of  it,  and 
make  [R.  p.  1548]  a  new  determination?  Is  that  right?  A. 
I  am  of  the  opinion  that  would  be  necessary  before  the  Com¬ 
mission  could  pass  upon  any  definite  amount. 

Q.  Still  continuing  on  the  contingent  salary,  Mr.  Wilcox, 
as  an  accountant  it  is  necessary  for  you  to  keep  abreast  of 
legal  decisions  to  some  extent,  is  it  not?  A.  To  some  ex¬ 
tent;  yes,  sir. 

Q.  When  you  wrote  this  report  did  you  realize  that 
there  was  a  whole  body  of  law  dealing  with  the  question 
as  to  circumstances  under  which  payments  from  profits 
were  to  be  considered  properly  salaries  or  a  bonus  or  a  gift, 
or  as  distinguished  from  a  bonus  or  a  gift?  A.  I  did  not 
know  definitely  of  any  particular  decisions  other  than  the 
rules  of  the  Bureau  of  Internal  Revenue. 
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Q.  When  yon  wrote  this  report  did  you  know  that  there 
were  many  court  decisions  which  hold  that  if  the  corpora- 
i  tion  which  did  at  the  beginning  of  a  corporate  year  make 
i  an  arrangement  whereby  it  is  understood  that  the  employees 
!  shall  participate  in  profits  in  addition  to  a  fixed  salary,  the 
i  additional  payment  when  made  shall  be  treated  as  properly 
i  a  part  of  the  employee’s  salary  and  not  treated  as  a  bonus? 
i  Mr.  Shannon:  I  object  to  the  question. 

Mr.  Tucker:  I  am  asking  if  he  knew. 

Examiner  Marsh:  Yes;  he  is  asking  if  he  knew. 

Mr.  Tucker:  He  is  making  a  recommendation  as  an 
[R.  p.  1549]  accountant.  I  am  asking  him  whether  he  knew 
there  is  a  body  of  law  relating  to  the  very  subject  on  which 
he  makes  his  recommendation. 

I  Examiner  Marsh:  I  think  he  should  be  entitled  to  state 
whether  or  not  he  knew  that  certain  things  existed. 

The  Witness:  I  answer  that  I  did  not. 

By  Mr.  Tucker : 

I  Q.  When  you  wrote  this  report  did  you  know  that  gen- 
i  erally  court  decisions  indicate  that  the  only  exception  to 
the  above  rule  is  that  in  cases  where  the  total  amount  paid 
to  any  single  employee  is  so  unreasonable  in  amount  as 
to  be  under  all  of  the  circumstances  unreasonable  compen¬ 
sation  for  the  service  rendered?  A.  No,  sir. 

Q.  Before  making  this  report  did  you  consult  with  the 
legal  staff  of  the  Commission  with  respect  to  the  general 
law  on  the  subject?  A.  No,  sir. 

Q.  And  you  did  not  make  any  investigation  with  respect 
to  the  participants  in  this  contingent  salary  to  determine 
whether  or  not  there  were  any  individual  cases  of  unreason¬ 
ableness  in  amounts  of  salaries  paid  to  individual  officers  or 
employees  in  consideration  of  the  services  that  they  ren¬ 
dered  to  the  corporation,  in  view  of  their  intelligence,  re¬ 
sponsibility,  training,  experience  and  judgment,  and  gen- 
!  erally  the  [R.  p.  1550]  services  which  they  were  rendering 
to  the  corporation,  and  their  importance  to  the  corporation? 
A.  I  could  not  pass  upon  that. 
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Q.  But  you  made  no  investigation?  Tliat  is  the  point 
I  am  making.  A.  No,  sir;  I  did  not. 

Q.  Now,  I  would  like  to  have  you  listen  carefully  and 
note  that  in  asking  this  question  I  am  not  asking  you  to  pass 
upon  any  legal  question.  Here  is  the  question:  If  as  a  mat¬ 
ter  of  law  the  contingent  salaries  paid  by  Stone  &  Webster 
Engineering  Corporation  are  strictly  salaries  paid  pursuant 
to  contracts  previously  entered  into  between  the  Engineer¬ 
ing  Corporation  and  the  contingent  salary  participants,  and 
if  under  the  circumstances  under  which  the  amounts  were 
paid  they  were  not  as  a  matter  of  law  bonuses,  do  these 
considerations  have  any  weight  in  your  mind  as  an  account¬ 
ant  on  the  question  of  whether  the  contingent  salaries 
should  be  included  in  overhead  or  eliminated  therefrom  in 
determining  costs  for  the  purposes  of  this  case?  A.  I  think 
they  should  have  weight.  I  think  the  consideration  of  the 
weight  to  be  applied  is  still  a  matter  for  the  Commission  to 
decide,  and  not  for  me.  In  other  words,  if  I  might  explain  it, 
the  whole  situation  here,  as  I  see  it,  is  the  same  as  sus¬ 
pending  construction  power  or  anything  else — to  get  the 
full  information  so  that  the  Commission  may  be  [R.  p.  1551] 
in  position  to  decide  the  issue. 

Q.  Have  you  read  the  reports  of  Mr.  Logan  and  Mr. 
Safeblade  in  this  case?  A.  I  read  Mr.  Safeblade  *s  report 
but  not  Mr.  Logan’s  report. 

Q.  Are  there  not  many  instances  in  those  reports  or  in 
the  report  which  you  did  read?  Which  one  was  it?  Was 
it  Mr.  Safeblade ’s  report?  A.  Yes. 

Q.  Where  he  says,  “These  are  the  facts.  I  make  no 
recommendation.  I  only  call  it  to  the  attention  of  the  Com¬ 
mission  so  that  it  can  be  considered  on  the  basis  of  the 
facts”?  A.  There  are  some  of  those,  and  there  are  others 
suspended  for  further  consideration. 

Q.  And  where  he  makes  the  suspension  he  gives  the  rea¬ 
son  for  the  suspension?  A.  Yes. 

Q.  The  same  as  you  do  here?  A.  Yes,  sir. 

Q.  But  in  this  case  you  do  not  have,  you  did  not  develop, 
and  you  did  not  call  attention  to  all  of  the  pertinent  facts, 
did  you?  A.  That  is  true. 
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Q.  And  the  Commission  also,  in  fairness  to  the  Licensee, 
[R.  p.  1552]  should  take  that  into  consideration  in  reading 
your  report?  A.  I  think  they  are  advised  of  that. 

Q.  I  have  just  one  more  question  on  this  matter  of  bonus. 
Maybe  the  Examiner  noticed  my  feelings  were  hurt  by 
*  *  bonus 9  \  Did  you  to  any  extent  base  your  elimination  upon 
the  fact  that  you  felt  that  this  was  a  bonus  rather  than  a 
salary?  A.  No;  not  as  such. 

Q.  Did  you  look  up  the  definition  of  bonus  in  the  dic¬ 
tionary,  by  any  chance  ?  A.  No. 

Q.  Before  you  used  the  word?  A.  No. 

Q.  Do  you  know  one  of  the  primary  meanings  of  it  is 
that  it  is  a  gift?  A.  I  believe  that  is  right.  However,  I 
believe  common  usage  of  the  term  as  it  is  used  in  most  com¬ 
panies  or  when  referring  to  additional  compensation,  is  such 
that  it  is  usually  called  a  bonus  and  nothing  else. 

Q.  Did  you  say  “nothing  else”?  A.  That  is  the  usual 
term  applied  to  additional  compensation,  such  as  I  explained 
yesterday  for  the  Electric  Bond  and  Share  Company  em¬ 
ployees.  It  is  very  common  usage  in  the  east,  particularly 
in  New  York  City. 

[R.  p.  1553]  Q.  What  one  pays  under  a  contract  is  certainly 
not  a  gift.  We  can  agree  on  that,  can  we  not?  A.  That  is 
true. 

Q.  And  to  the  extent,  if  any,  that  your  word  “bonus” 
does  imply  a  gift  as  applied  to  these  contingent  salaries, 
you  will  agree  now  that  it  is  improper?  A.  I  did  not  intend 
that  meaning. 

Q.  Up  to  the  extent,  if  any,  that  it  does?  I  will  put 
that  in.  A.  Will  you  repeat  the  question,  please? 

Q.  And  to  the  extent,  if  any,  that  your  word  “bonus” 
does  imply  a  gift  as  applied  to  these  contingent  salaries,  you 
will  agree  now  that  it  is  improper?  A.  Yes;  you  are  right. 

Q.  It  is  improper?  A.  You  are  right. 

Q.  Now,  Mr.  Wilcox,  I  would  like  to  have  you  turn  to 
page  7  of  your  report.  Beginning  at  the  bottom  of  the 
page  you  say  this,  do  you  not  ?  4  ‘  Similarly,  the  eliminations 


367 


(Andrew  W.  Wilcox,  Com.,  Cross,  Cont’d.) 

of  contingent  salaries,  or  bonuses,  were  made  on  the  basis 
of  calculations  and  suggestions  of  Mr.  F.  A.  Stevens,  Treas¬ 
urer  of  Engineering  Corporation.”  I  did  not  think  you 
meant  this,  but  I  want  to  be  sure  that  the  record  is  clear  that 
you  did  not  mean  it.  You  do  [E.  p.  1554]  not  mean  that  the 
elimination  of  all  the  contingent  salaries  was  made  on  the 
basis  of  the  suggestion  of  Mr.  Stevens,  do  you?  A.  No,  sir. 
I  am  referring  to  the  auditor's  eliminations  in  the  preced¬ 
ing  paragraph. 

Q.  And  in  that  same  paragraph  the  first  sentence  reads : 
“Examination  of  the  Auditor's  working  papers  also  showed 
that  the  foregoing  eliminations  of  recorded  expenses  for 
the  purpose  of  the  present  cost  study  were  determined 
largely  by  consultation  and  advice  of  company  officials.” 
And  in  that  case  you  obviously  refer  to  Lybrand,  Ross  Bros. 
&  Montgomery?  A.  Yes. 

Q.  “Examination  of  the  Auditor’s  working  papers  also 
showed  that  the  foregoing  eliminations  of  recorded  ex¬ 
penses  for  the  purpose  of  the  present  cost  study  were  deter¬ 
mined  largely  by  consultation  and  advice  of  company  offi¬ 
cials”?  A.  Yes,  sir. 

Q.  Now,  I  want  to  ask  you  if  you  intended  some  element 
of  criticism  in  that  or  were  you  just  stating  the  fact?  A.  I 
had  noted  in  my  review  of  the  working  papers  that  those 
persons  who  were  engaged  on  the  actual  examination  had 
brought  to  attention  quite  a  large  number  of  items  which 
[R.  p.  1555]  they  considered  either  questionable  or  requir¬ 
ing  further  explanation,  and  in  many  cases  these  items  were 
later  marked  “O.K.”  by  Mr.  Stevens  or  similar  notations. 
That  is  the  explanation  of  those. 

Q.  Isn’t  that  a  perfectly  natural,  normal  function  of  an 
auditor  who  is  making  an  audit?  A.  I  think  it  is  a  necessary 
function. 

Q.  So  answering  my  question,  which  you  did  not  answer, 
Mr.  Wilcox,  then  I  take  it  you  did  not  intend  to  imply  any 
criticism?  A.  No,  sir.  It  was  only  to  explain  the  method. 

Q.  And  I  assume  that  when  you  make  an  audit  you  do 
not  get  the  books  together  in  a  room  by  yourself  and  get 
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what  you  can  from  the  books  without  getting  what  explana¬ 
tion  you  can  from  the  officials?  A.  No,  sir ;  I  do  not. 

Q.  And  in  this  very  case  you  yourself  thought  that  it  was 
necessary,  did  you  not,  and  you  actually  did  have  Mr. 
Stevens  come  to  Boston  one  or  more  times  to  take  up  with 
him  certain  questions  and  develop  the  facts  with  respect  to 
them?  Is  that  right?  A.  That  is  correct. 

Q.  And  you  did  not  think  you  were  doing  anything  that 
was  improper  in  so  doing?  A.  No,  sir. 

[R.  p.  1556]  Q.  In  fact,  you  would  think  you  were  not  doing 
1  your  duty  if  you  had  not  done  it?  A.  That  is  right, 
i  Q.  And  by  the  word  1 1  advice  ’  ’  in  that  same  sentence  you 
i  do  not  mean  that  Lybrand,  Ross  Bros.  &  Montgomery  were 
j  seeking  the  advice  of  company  officials  as  to  how,  after  they 
found  out  the  facts,  they  were  to  dispose  of  these  items,  did 
you?  A.  I  believe  the  word  “ advice”  perhaps  is  ill  chosen. 

Q.  I  think  it  can  fairly  be  stricken  out  and  you  can  make 
it  on  basis  of  consultation?  A.  I  think  that  is  right. 

Q.  When  I  read  it  I  did  get  the  implication  of  an  ethical 
|  criticism,  but  I  did  not  think  you  intended  it?  A.  No. 

Q.  And  apparently  you  did  not?  A.  No. 

!  Examiner  Marsh :  Why  might  that  not  be  interpreted  as 

information  rather  than  advice? 

Mr.  Tucker :  It  might  be.  But,  as  I  say,  I  think  it  is  open 
to  ambiguity,  and  I  got  somewhat  of  that  impression.  If  it 
|  is  stricken  out,  as  he  just  now  said,  it  would  more  fairly 
i  express  what  he  meant  by  it.  I  think  it  might  fairly  be 
!  interpreted  in  two  ways.  But  in  all  cases  where  things  may 
!  be  interpreted  in  two  ways  I  think  it  is  better  to  use  the  one 
that  is  capable  of  only  one  interpretation. 

[R.  p.  1557]  By  Mr.  Tucker: 

Q.  Now  Mr.  Wilcox,  I  got  a  little  of  this  critical  attitude 
with  respect  to  the  conduct  of  Messrs.  Lybrand,  Ross  Bros. 
&  Montgomery  in  that  particular  case  from  the  questions 
|  which  Commission  counsel  asked  Mr.  Taylor,  and  I  will  ask 
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you  whether  you  know  of  anything  that  Messrs.  Lybrand, 
Ross  Bros.  &  Montgomery  did  in  making  these  studies  which 
was  either  unprofessional  or  unethical.  If  so,  I  would  like 
to  have  you  say  what  it  is?  A.  The  answer  to  that  is  no. 

Mr.  Shannon :  May  I  say  for  the  record  at  this  point  that 
Commission  counsel  never  had  intended,  directly  or  by  im¬ 
plication,  to  make  any  critical  comment  upon  the  profes¬ 
sional  or  ethical  standing  of  Lybrand,  Ross  Bros.  &  Mont¬ 
gomery. 

Mr.  Tucker:  Thank  you  for  that  statement.  I  certainly 
got  that  impression. 

By  Mr.  Tucker : 

Q.  Again  I  quote  from  your  report,  which  you  will  find 
at  the  bottom  of  page  10  and  the  top  of  page  11:  “In  the 
case  of  Stone  &  Webster  Service  Corporation  and  its  prede¬ 
cessor  division,  the  costs  of  rendering  services  were  not 
segregated  by  individual  clients  or  by  groups  of  companies. 
The  cost  findings  reported  by  the  auditors  represent  the 
application  of  a  method  which  was  suggested  and  supplied 
by  company  officials  and  which  [R.  p.  1558]  ultimately  de¬ 
pends  upon  the  accuracy  of  time  estimates  furnished  by 
such  company  officials.”  Now,  did  you  there  intend  to  be 
critical  in  your  statement  or  were  you  just  stating  the  facts? 
A.  I  was  just  stating  the  facts. 

Q.  And  you  have  no  reason  to  doubt  the  accuracy  of 
the  time  estimates  which  were  furnished  by  the  company 
officials  in  this  case?  A.  I  have  no  reason  to  doubt  them. 
Neither  have  I  had  any  opportunity  to  make  any  check  of 
the  basis  upon  which  they  were  supplied.  I  understand 
they  were  testified  to  by  Mr.  Barnes. 

Q.  I  am  now  pursuing  what  looks  to  me  like  possibly 
an  inadvertent  misstatement  of  the  facts.  I  would  like  to 
have  you  turn  to  page  13  of  your  report,  the  second  para¬ 
graph.  A.  Yes ;  I  have  it. 

Q.  Since  you  have  it  before  you  I  will  not  read  the  first 
sentence,  but  you  can  do  it  and  see  what  the  connection  is. 
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“The  resultant  costs  are  not  directly  comparable  with 
those  produced  for  the  time  study  method  because  latter 
method  extends  only  to  April  30,  1931,  whereas  manage¬ 
ment  fees  were  claimed  through  November,  1931  ”.  Now,  I 
ask  you  where  did  you  get  your  information  that  manage¬ 
ment  fees  were  claimed  through  November,  1931?  A.  Mr. 
Safeblade’s  report,  a  copy  of  which  I  had  in  [R.  p.  1559] 
New  York,  shows  that  management  fees  which  were  sus¬ 
pended  as  one  of  these  items  making  up  the  total  of 
$101,000  plus,  were  recorded  as  late  as  November,  1931. 
May  I  have  a  copy  of  that  report. 

Mr.  Goetz :  Yes ;  here  is  a  copy  of  it. 

Mr.  Tucker:  Mr.  Examiner,  I  really  think  I  can  save 
some  time  by  developing  the  facts  off  the  record  for  a 
moment.  I  think  it  would  save  ten  or  fifteen  minutes. 

Examiner  Marsh:  Well,  go  ahead. 

(Thereupon  an  information  discussion  occurred  which 
the  Reporter  was  directed  not  to  record,  after  which  the 
following  occurred:) 

The  Witness :  I  now  understand  that  the  items  recorded 
after  April  30,  1931  represent  either  delayed  billings  or 
adjustments  of  charges  for  management  services  rendered 
prior  to  that  date. 

By  Examiner  Marsh : 

Q.  Prior  to  April  30,  1931?  A.  Yes,  sir. 

By  Mr.  Tucker: 

Q.  Prior  to  and  terminating  on  April  30, 1931  ?  A.  That 
is  right. 

Q.  I  think  that  clears  the  record.  Now,  Mr.  Wilcox, 
I  want  to  turn  to  the  next  two  of  your  eliminations  in  addi¬ 
tion  to  the  eliminations  which  Messrs.  [R.  p.  1560] 
Lybrand,  Ross  Bros,  and  Montgomery  show  on  their  re¬ 
port.  I  think  you  testified  yesterday  that  these  were  shown 
on  page  33  of  your  report.  Is  that  right?  A.  Yes,  sir. 
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Q.  The  next  two,  if  I  am  not  mistaken,  are  the  “re¬ 
mainder  of  investigation”,  by  which  term  you  mean  the 
remainder  in  this  account  after  eliminating  the  adjustments 
which  were  eliminated  by  Lybrand,  Ross  Bros.  &  Montgom¬ 
ery?  Is  that  right?  A.  Yes,  sir;  the  two  items  being 
remainder  of  investigation  and  advertising. 

Q.  And  am  I  right  in  assuming  when  you  say  remain¬ 
der  of  investigation  that  you  mean  what  was  left  in  the 
account  after  Lybrand,  Ross  Bros.  &  Montgomery  had 
taken  something  out?  A.  That  is  correct. 

Q.  I  think  you  did  explain  yesterday  what  in  general 
was  included  in  these  accounts,  or  Mr.  Taylor  did.  Is  that 
a  fact?  A.  Yes,  sir. 

Q.  Was  it  Mr.  Taylor  or  was  it  you?  A.  Mr.  Taylor 
testified  as  to  the  details  of  the  expenditures  in  the  year 
1930. 

Q.  Have  you  any  particular  criticism  as  to  the  detail 
themselves,  regardless  of  your  opinion  with  respect  to 
them?  A.  No,  sir. 

[R.  p.  1561]  Q.  These  two  accounts,  as  I  understand  his  ex¬ 
planation,  include  advertising,  district  office  expense,  such 
as  rent,  light  and  heat,  personnel  salaries,  the  time  of 
draftsmen  and  engineers  preparing  studies  in  connection 
with  obtaining  new  business.  A.  Those  items  are  all  in¬ 
cluded;  yes,  sir. 

Q.  The  district  or  branch  offices — I  think  you  referred 
to  them  as  branch  offices — are  maintained  for  two  purposes, 
are  they  not — principally  for  obtaining  new  business  but 
also  to  maintain  a  liaison  between  existing  plants  in  the 
corporation?  A.  I  inquired  into  this  feature  and  Mr. 
Stevens  gave  me  a  memorandum  explaining  the  function  of 
these  offices  which  appears  at  page  38  as  supplied  by  Mr. 
Stevens. 

Q.  Is  it  a  fair  statement  to  make  that  the  only  reasons 
you  give  for  eliminating  these  items  are  shown  on  page  41 
and  43  of  your  report  and  are  embraced  in  the  following 
quotation:  “In  view  of  the  above  explanation  and  the  ap- 
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parent  lack  of  association  with  the  Rock  Island  Project  the 
entire  amount  of  this  class  of  expense  is  recommended  for 
elimination  in  the  determination  of  allowable  project 
costs?”  And  then  at  page  43:  “It  appeared  that  the  ma¬ 
jority  of  these  charges  were  either  in  connection  with  the 
solicitation  of  new  business  in  the  nature  of  good-will  adver¬ 
tising  or  [R.  p.  1562]  were  of  such  a  nature  as  to  preclude 
definite  association  with  the  Rock  Island  Project.  For 
those  reasons  the  entire  amounts  are  recommended  for 
elimination  in  the  determination  of  allowable  overhead 
costs.”  Now,  do  you  want  to  add  to  those  entire  quotations 
from  your  report  which  show  why  these  should  be  elimi¬ 
nated  so  that  we  will  have  all  of  them  before  us?  A.  Those 
are  exact  quotations  referring  to  the  two  accounts. 

Q.  You  do  not  remember  anything  else  in  your  report 
on  that  particular  subject?  I  mean  giving  reasons.  A.  I 
don’t  recall  any  at  the  moment. 

Q.  I  don ’t  either.  But  I  just  wanted  to  be  sure  that  we 
have  all  of  them.  But  you  recall  that  you  did  throw  over 
into  this  classification  by  a  statement  you  made  at  the  be¬ 
ginning  of  your  examination,  Mr.  Wilcox,  some  executive 
salaries?  A.  Yes. 

Q.  I  mean  for  purposes  of  elimination?  A.  That  is  cor¬ 
rect. 

Q.  In  my  examination  I  am  including  not  only  the 
things  in  this  account  but  also  the  things  that  you  threw 
over  into  it.  A.  By  way  of  explanation  I  might  say  that 
I  did  not  actually  throw  them  into  this  account. 

Q.  I  understand  that.  But  you  considered  them? 
[R.  p.  1563]  A.  Yes. 

Q.  And  I  am  just  trying  to  make  the  record  clear.  Now, 
I  want  to  ask  you,  Mr.  Wilcox,  do  you  think  that  if  no  ex¬ 
penses  of  the  character  of  these  expenses  had  been  incurred 
they  would  have  existed  as  an  efficient  organization  capable 
of  carrying  on  the  construction  of  the  Rock  Island  Project 
in  the  efficient  manner  which  it  is  admitted  on  this  record 
by  the  staff  of  the  Commission  that  it  was  carried  on?  A. 
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I  cannot  tell  from  the  designations  of  the  various  items  of 
expense  what  benefit,  if  any,  was  rendered  to  the  Rock 
Island  Project  specifically.  That  is  my  trouble. 

Q.  I  ask  the  witness  if  he  has  fairly  answered  the  ques¬ 
tion.  A.  I  answered  that  I  think  it  is  impossible  to  tell 
from  the  classes  of  expenses.  I  can’t  say. 

Q.  Your  reply  is  that  you  cannot  answer  my  question, 
is  it?  A.  That  is  to  say,  I  cannot  tell  how  much,  if  any, 
service  was  rendered  to  the  Rock  Island  Project  by  these 
expenditures. 

Examiner  Marsh:  Off  the  record  please. 

(Thereupon  an  off-record  discussion  occurred  which  the 
Reporter  was  directed  not  to  record,  after  which  the  fol¬ 
lowing  occurred:) 

Mr.  Tucker :  In  view  of  the  explanation  by  Mr.  Shannon 
[R.  p.1564]  would  you  like  to  have  the  Reporter  strike  out 
that  answer  and  start  over  again? 

The  Witness:  I  do  not  understand  what  is  expected  in 
the  way  of  an  answer. 

Mr.  Tucker :  Will  the  Reporter  read  the  question,  please? 

(The  following  was  then  read  by  the  Reporter:) 

“Q.  And  I  am  just  trying  to  make  the  record  clear. 
Now,  I  want  to  ask  you,  Mr.  Wilcox,  do  you  think  that 
if  no  expenses  of  the  character  of  these  expenses  had  been 
incurred  they  would  have  existed  as  an  efficient  organiza¬ 
tion  capable  of  carrying  on  the  construction  of  the 
Rock  Island  Project  in  the  efficient  manner  which  it  is  ad- 
mited  on  this  record  by  the  staff  of  the  Commission  that  it 
was  carried  on?”  A.  In  answering  the  question  I  would 
have  to  say  that  I  would  assume  that  sound  business  judg¬ 
ment  had  been  exercised  in  authorizing  these  expenditures. 
I  believe  that  is  all. 

[R.  p.  1565]  Q.  You  do  not  wish  to  express  an  opinion  as  to 
whether  or  not  it  had  any  effect  on  the  efficiency  with  which 
the  Rock  Island  work  was  carried  on?  A.  Perhaps  some; 
but  I  could  not  say  how  much. 
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Q.  Suppose  you  had  a  job  like  Rock  Island  to  do ;  do  you 
|  think  you  could  assemble  overnight,  or  within  a  week  or  so 
or  within  a  month  or  so,  the  technical  force  that  was  re¬ 
quired  to  do  that  job  in  the  way  it  was  done.  A.  No ;  I  think 
that  would  be  impossible. 

Q.  And  the  way  you  get  and  keep  an  organization  of 
that  kind  is  by  getting  new  business  and  keeping  key  men 
and  important  men  either  busy  or  under  some  arrangement 
with  you  so  that  you  can  call  upon  them  for  their  services, 
and  if  you  did  not  keep  a  flow  of  new  business  coming  in 
you  would  not  be  able  to  do  it,  would  you?  A.  That  is  true. 

Q.  To  the  extent  that  the  branch  offices  were  maintained 
for  the  purpose  of  getting  new  business  and  to  the  extent 
i  that  advertising  contributed  to  the  getting  of  new  business 
it  had  a  real  significance  in  the  kind  of  organization  that 
this  corporation  had  when  it  was  called  upon  to  do  that  job? 
i  Don’t  you  think  so?  A.  I  think  so. 

Q.  And  yet  you  think  that  it  ought  to  be  eliminated  in 
determining  overhead  in  determining  the  costs  of  this  proj¬ 
ect?  [R.  p.  1566]  A.  Yes;  for  the  simple  reason  I  think  it  is 
a  very  difficult  thing  to  measure.  For  that  reason  the  matter 
i  is  really  suspended  for  consideration  of  the  Commission. 

Q.  But  it  is  not  really  suspended  in  your  report,  is  it? 
You  recommended  disallowance?  Is  that  right?  A.  That 
is  true.  That  is  only  to  show  the  result  if  it  were  disallowed. 
It  does  not  necessarily  mean  that  the  Commission  is  going 
to  adopt  that  particular  feature. 

Q.  Now,  let  us  be  fair  with  one  another.  You  recom¬ 
mend  the  disallowance  of  the  item.  Yet  I  understood  you  to 
testify  that  you  did  not  think  if  some  considerable  amounts 
were  not  expended  on  new  business  and  advertising  we  could 
have  had  an  efficient  organization  to  do  the  Rock  Island  job. 
i  Now,  if  you  did  not  say  that,  just  say  so.  But  that  is  what  I 
thought  you  testified  to.  A.  You  are  correct. 

Q.  All  right.  We  will  leave  the  record  there.  Now,  sup- 
i  pose  Stone  &  Webster  Engineering  Corporation  stopped 
getting  new  business  tomorrow;  how  long  do  you  think  it 
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would  as  a  business  proposition  before  its  efficiency  would 
be  entirely  disrupted?  A.  I  have  no  idea. 

Q.  It  would  not  be  very  long,  would  it?  You  know 
enough  about  the  business  for  that,  don’t  you?  A.  I  really 
know  nothing  about  the  scope  of  their  present  business  or 
exactly  how  it  would  affect  them.  I  [R.  p.  1567]  realize  that 
it  would  have  a  serious  effect. 

Q.  Let  us  develop  it  just  a  little  bit.  And  I  will  not  pur¬ 
sue  it  too  far.  But  immediately  the  volume  of  work  seriously 
fell  off  they  would  start  losing  men  unless  they  did  some¬ 
thing  about  holding  them,  wouldn’t  they?  A.  Surely. 

Q.  Do  you  know  enough  about  business  to  be  able  to 
answer  how  much  new  business  you  think  an  organization 
of  this  character  would  get  if  it  did  not  establish  branch 
offices  and  if  it  did  not  do  advertising?  A.  I  would  say  not, 
only  in  a  general  way.  It  would  depend,  for  instance,  for 
one  thing  upon  the  history  of  the  organization,  how  long  it 
had  been  active.  It  might  have  such  a  service  record  as  not 
to  require  an  expense  for  advertising. 

Q.  Then  you  don’t  know  very  much  about  the  construc¬ 
tion  game,  do  you?  A.  I  will  not  say  that  I  do  not.  I  have 
had  considerable  experience  in  the  construction  game. 

Q.  Don’t  you  think  it  is  a  highly  competitive  business, 
Mr.  Wilcox?  A.  That  depends  upon  the  field.  In  the  case 
of  the  Stone  &  Webster  organization  I  understand  that  ap¬ 
proximately  70  per  cent  of  the  business  has  been  with  clients 
who  are  not  under  contracts  and,  therefore,  that  part  of  the 
work  is  competitive. 

Q.  As  to  that  part  of  its  business — and  I  think  that 
[R.  p.  1568]  is  a  fair  qualification  under  all  of  the  circum¬ 
stances — wouldn’t  you  agree  that  they  have  to  go  out  and 
fight  or  they  don’t  get  business?  A.  That  is  true. 

Q.  How  do  they  fight  if  they  do  not  have  branch  offices, 
if  they  do  not  do  advertising,  and  if  they  do  not  have  con¬ 
tacts  with  people  who  have  construction  work  to  do?  How 
do  they  do  it  ?  A.  I  think  that  is  the  means. 

Q.  Let  us  assume  that  at  the  time  this  job  was  going 
on — and  I  am  referring  to  the  Rock  Island  project — they 
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had  the  organization,  and  they  have  it  now,  and  that  was 
the  only  job  they  had;  the  cost  would  have  been  a  great 
deal  higher,  wouldn’t  it?  A.  I  feel  sure  that  it  would 
have  been. 

Q.  There  is  no  doubt  about  it  at  all?  A.  No. 

Q.  And  yet  you  feel  that  it  is  fair  to  exclude  from  over¬ 
head  items  in  determining  cost  for  purposes  of  this  case 
the  items  we  are  referring  to,  and  you  so  recommend  to 
the  Commission?  A.  I  have  done  so. 

•  •  •  •  • 

[R.  p.  1573]  ANDREW  W.  WILCOX 

resumed  the  witness  stand  and,  having  been  previously 
sworn,  testified  on  behalf  of  the  Commission  as  follows: 

Cross  Examination  (Resumed)  by  Mr.  Tucker: 

Q.  Mr.  Wilcox,  what  is  your  definition  of  an  overhead? 
A.  Well,  in  my  experience  overheads  may  be  very  general 
in  nature.  In  fact,  they  could  be  almost  all — inclusive,  or 
they  may  be  limited.  It  depends  upon  several  factors, 
one  on  the  company  practice  and  the  other  on  the  purpose 
of  the  accounting  system.  In  other  words,  I  would  say  that 
overheads  may  be  relatively  large  or  relatively  small, 
depending  upon  the  accounting  procedure. 

Q.  That  characterizes  what  overheads  might  be.  But 
I  do  not  see  how  it  tells  one  who  does  not  know  what  an 
overhead  is  just  what  it  is.  I  asked  you  what  is  an  over¬ 
head.  A.  It  is  usually  defined  as  an  item  which  may  be 
readily  distributed  to  specific  items. 

Q.  That  may  be  readily  distributed?  A.  Readily  dis¬ 
tributed  to  specific  items. 

Q.  Which  may  be  readily  distributed?  A.  "Which  may 
not  be  readily  distributed. 

[R.  p.  1574]  Q.  I  thought  you  left  off  that  little  word 
“not”.  A.  Well,  perhaps  I  did  leave  it  off  the  first  time. 
But  it  is  in  there  now. 
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Q.  So,  on  your  definition,  Mr.  Wilcox,  these  things  that 
we  were  talking  about  this  morning  are  overheads  because 
they  may  not  be  readily  distributed  to  specific  accounts? 
Is  that  right?  A.  I  believe  that  for  the  purposes  of  cost 
accounting  some  of  those  items  may  be  distributed. 

Q.  I  had  a  little  difficulty  in  keeping  my  mind  on  the 
track  because  you  said  readily  distributed,  and  I  included 
the  word  “readily”  in  my  question  to  you,  and  then  you 
do  not  answer  the  question.  A.  If  you  will  repeat  the 
question  I  will  answer  it  directly. 

Mr.  Tucker:  Will  the  reporter  read  the  question  please? 

(The  following  was  then  read  by  the  reporter:)  “Q. 
So  on  your  definition  these  things  that  we  were  talking 
about  this  morning  are  overheads  because  they  may  not 
be  readily  distributed  to  specific  accounts?  Is  that  right ?” 

By  Mr.  Tucker: 

Q.  That  is  what  you  said,  isn’t  it?  A.  I  don’t  think  I 
have  said  all  of  these  items  could  not  be  readily  distributed. 

Q.  Let’s  go  back  and  read  the  question  to  the  witness. 
[R.  p.  1575]  (The  following  was  then  read  by  the  reporter) 
“Q.  So  on  your  definition  these  things  that  we  were  talking 
about  this  morning  are  overheads  because  they  may  not 
be  readily  distributed  to  specific  accounts?  Is  that  right?” 

Mr.  Tucker :  Will  you  go  back  and  read  his  own  defini¬ 
tion  to  him?  The  first  time  he  said  they  are  the  things 
which  may  be  readily  distributed,  and  then  he  changed  it 
and  said  that  they  are  not  readily  distributed.  Now,  I 
want  to  start  right  back  at  his  definition. 

(The  following  was  then  read  by  the  reporter:)  “Q. 
Which  may  be  readily  distributed?  A.  which  may  not  be 
readily  distributed.” 

By  Mr.  Tucker: 

Q.  When  I  ask  a  question  which  includes  “readily  dis¬ 
tributed”  I  am  just  using  your  own  definition?  Is  that 
right?  A.  Yes,  fir. 
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Q.  Now,  will  yon  read  that  other  question  which  you 
read  awhile  ago,  please.  (The  following  was  read  by  the 
reporter:)  “Q.  So  on  your  definition  these  things  that  we 
were  talking  about  this  morning  are  overheads  because 
they  may  not  be  readily  distributed  to  specific  accounts? 
Is  that  right  ?” 

By  Mr.  Tucker : 

Q.  I  am  just  asking  whether  they  are  overheads  within 
your  definition.  [R.  p.  1576]  A.  That  is  so. 

Q.  Now,  I  ask  you  which  of  the  accounts  that  we  were 
talking  about  this  morning  can  be  readily  distributed  to 
specific  items.  When  you  decide  that  any  one  can  be  I 
would  like  to  have  you  state  the  process  by  which  it  can 
be  readily  distributed  to  specific  items  for  the  record.  A. 
There  again  it  would  be  a  question  of  what  is  meant  by 
“readily”.  If  you  mean  immediately  or  within  a  very 
short  time,  it  would  be  almost  impossible  to  spread  any 
of  these  items.  But  I  still  think  it  does  not  preclude  a 
study  of  the  items  to  see  if  they  should  not  be  distributed, 
regardless  of  whether  it  is  readily  distributed  or  not. 

Q.  So  now  you  wish  to  qualify  your  definition.  I  ask 
you,  Mr.  Wilcox,  in  any  event  to  tell  us  for  the  record  what 
you  think  an  overhead  is.  A.  As  I  explained  before,  an 
overhead  may  be  either  large  or  small,  depending  upon 
practice. 

Q.  I  am  not  asking  you  whether  it  is  large  or  small. 
You  see  I  could  never  get  through  with  this  examination — 
I  really  could  not — if  you  do  not  answer  my  questions.  I 
am  going  to  stay  here  for  a  week,  if  it  is  necessary.  If 
everybody  else  has  that  much  patience,  certainly  I  have  it. 
But  now  I  think  I  asked  you  this  question,  and  now  evi¬ 
dently  you  want  to  qualify  your  definition  of  overhead. 
Now,  give  us  the  qualifying  definition.  [R.  p.  1577]  A.  No; 
I  did  not  desire  to  qualify  it. 

Q.  You  still  think  that  an  overhead  is  an  expense  of 
a  company  which  cannot  be  readily  distributed  to  specific 
items?  Is  that  right?  A.  Yes,  sir. 
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Q.  Now,  on  the  basis  of  that  definition  will  yon  take 
np  the  items  that  we  spoke  of  this  morning  and  tell  me 
which  of  them  can  be  readily  distributed  to  specific  items 
and  the  process  by  which  they  can  be  readily  distributed  to 
specific  items.  Just  so  that  we  will  have  an  orderly  record 
I  would  like  to  start  with  new  business  and  advertising, 
which  I  think  can  fairly  be  treated  together,  if  you  agree. 
A.  That  is  true. 

Q.  Will  you  tell  us  how  that  can  be  readily  distributed 
to  specific  items?  A.  It  would  require  a  study  of  the  in¬ 
vestigations  conducted  during  certain  periods  to  effect  such 
a  distribution.  I  believe  further  that  job  orders  were  kept 
in  the  case  of  engineering  services,  on  investigations  of 
those  particular  jobs. 

Q.  I  think  there  was  something  said  by  Mr.  Goetz  or 
Mr.  Taylor  yesterday  with  respect  to  the  investigation 
of  some  mercantile  mart  out  in  St.  Louis,  and  evidently 
this  company  spent  some  amount  of  money  trying  to  get 
the  job  to  build  a  mercantile  mart  in  St.  Louis.  Now,  I 
ask  you  just  how  would  [R.  p.  1578]  you  distribute  that 
to  specific  items  and  what  specific  items  would  you  readily 
distribute  it  to?  Is  that  clear?  A.  Yes.  I  would  say  in  a 
case  such  as  that  that  if  the  contract  was  secured  the  cost 
of  investigation  should  go  against  the  cost  of  that  con¬ 
tract. 

Q.  But  the  record  yesterday  showed,  as  nearly  as  any¬ 
body  could  tell,  that  the  contract  had  not  been  secured. 
Now,  let  us  assume  that  fact.  Now,  will  you  tell  me  how  you 
would  distribute  it  to  a  specific  item?  A.  In  that  event  it 
would  either  be  charged  off  to  surplus  or  to  a  general  ac¬ 
count  for  later  distribution. 

Q.  In  other  words,  you  say  that  is  not  an  overhead? 
Now,  think  carefully,  because  I  am  going  to  carry  this  thing 
through  logically.  You  say  that  when  we  do  not  get  a  job 
in  our  endeavors  to  get  new  business  it  is  not  an  overhead? 
A.  No.  I  believe  it  is. 

Q.  Now,  answer  the  question.  I  thought  you  said  it 
ought  to  be  charged  to  surplus.  Is  that  what  you  would  do 
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with  overhead  items  in  a  cost  study — charge  them  to  sur¬ 
plus?  A.  It  would  be  the  case - 

Q.  I  say  in  a  cost  study.  A.  I  should  say  it  would  be¬ 
come  a  part  of  the  general  expense. 

Q.  That  is  right.  And  you  cannot  tell  any  way  and  there 
is  no  method  that  you  suggest  that  would  really  distribute 
[R.  p.  1579]  that  fairly  to  any  specific  item?  A.  I  know 
of  none. 

Q.  There  were  two  functions  of  the  branch  offices,  as  I 
remember  it.  One  was  as  a  liaison  between  the  clients  and 
the  headquarters  office.  Is  that  right?  A.  That  is  one  of 
them. 

Q.  And  the  other  one  was  the  development  of  new  busi¬ 
ness  of  the  same  character  that  we  are  talking  about  when 
we  are  talking  about  the  mercantile  mart  in  St.  Louis?  A. 
That  is  correct. 

Q.  Xow,  if  you  please,  put  your  mind  on  the  character 
of  item,  Mr.  TVilcox.  Wouldn’t  you  say  that  the  entire  ex¬ 
penses  to  the  extent  that  we  did  not  get  the  jobs  would  have 
to  be  a  general  overhead?  A.  I  believe  so. 

Q.  Then  why  are  you  recommending  elimination  of  the 
whole  of  that  item,  as  I  think  you  fairly  do.  A.  The  exact 
reasons  as  I  stated  in  the  report  were  “In  view  of  the  above 
explanations  and  the  apparent  lack  of  association  with  the 
Rock  Island  project  the  entire  amount  of  this  class  of  ex¬ 
pense  is  recommended  for  elimination  in  the  determination 
of  allowable  project  cost.”  By  that  I  think  the  Commis¬ 
sion  should  know  of  the  character  of  the  expenditures  that 
are  in  the  general  overhead. 

Q.  I  have  no  quarrel  with  that.  Then,  I  take  it  your 
[R.  p.  1580]  trouble  is,  Mr.  Wilcox,  not  that  it  is  a  general 
overhead,  because  you  now  say  it  is  a  general  overhead,  but 
your  trouble  is  with  this  word  “associated”.  A.  That  is 
true — with  the  association  and  the  manner  of  distribution. 

Q.  In  the  Alabama  case  the  Court  used  the  expression 
that  the  company  was  entitled,  as  I  recall  it,  to  associated 
overhead;  and  the  Commission  has  many  times  in  connec- 
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tion  with  cost  studies  used  the  same  expression.  I  ask  you 
what  you  think  the  Court  meant  and  what  you  think  the 
Commission  means  by  the  use  of  that  expression.  A.  X  can¬ 
not  say  as  to  the  Court  decisions,  but  in  the  case  of  the  Com¬ 
mission  I  believe  they  mean  by  association  something  which 
contributes  or  serves  or  benefits. 

Q.  That  is  fine.  And  that  is  your  definition  of  associated 
overhead?  A.  Yes. 

Q.  Let  us  apply  that  test  to  the  things  that  we  were 
talking  about  this  morning  and  your  own  testimony  with 
respect  to  them.  The  new’  business  expense  classification 
and  the  advertising  expense  classification,  I  think  on  the 
testimony  this  morning  you  fairly  agreed  did  contribute  to 
the  lowering  of  the  overhead  which  wras  attributable  to  the 
specific  jobs  that  this  company  was  doing.  Is  that  right? 
A.  That  is  correct. 

[R.  p.  1581]  Q.  One  of  those  jobs  was  the  Rock  Island  Job? 
A.  Yes. 

Q.  There  is  a  general  association  there  of  that  general 
overhead  with  the  Rock  Island  job,  isn’t  there?  A.  There  is. 

Q.  So  that  is  within  the  definition  which  you  have  just 
given?  Is  that  right?  A.  The  next  question  would  be  that 
of  the  extent  of  the  association. 

Q.  Now,  you  can  make  explanations,  if  necessary,  but 
please  do  not  suggest  questions  that  I  should  ask.  A.  I 
meant  that  is  the  next  thing  that  occurs  to  my  mind,  that 
would  influence  it. 

Q.  Let  me  see  if  w*e  get  what  you  mean.  I  will  try  to 
meet  you  on  that  ground.  You  mean  that  when  the  Com¬ 
mission  is  going  to  get  one  of  these  cost  studies  that  every 
single  item  in  all  of  these  accounts  has  to  be  investigated 
to  determine  the  degree  of  benefit  which  a  particular  job 
gets  from  it.  If  you  do,  aren’t  you  putting  up  an  utterly 
impossible  situation?  A.  It  would  be  difficult  of  solution. 

Q.  I  ask  you  in  the  range  of  reasonableness  in  the  matter 
of  expense  and  reasonableness  in  the  matter  of  consump¬ 
tion  of  time  if  you  do  not  think  it  is  impossible?  A.  With 
your  definition  I  think  you  are  right. 
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Q.  I  am  taking  your  definition.  I  haven ’t  anything  in 
[R.  p.  1582]  mind.  A.  Will  yon  repeat  the  question,  please. 

(The  question  was  then  read  by  the  reporter.) 

Examiner  Marsh:  You  mean  within  those  limits  rather 
than  within  his  definition,  do  you? 

The  Witness :  Yes,  sir;  that  was  it. 

Mr.  Tucker:  Read  his  answer,  please.  (The  following 
i  was  then  read  by  the  reporter:)  “A.  With  your  definition 
I  think  you  are  right.” 

The  Witness :  I  mean  as  to  reasonableness  in  consump¬ 
tion  of  time,  and  so  on. 

By  Mr.  Tucker : 

Q.  In  solving  any  accounting  problem  or  any  engineering 
problem  those  factors  always  have  to  be  considered,  do 
they  not?  A.  Surely. 

•  •  •  •  • 

[R.  p.  1583]  Q.  In  other  words,  you  mean  it  should  be 
included  in  the  overhead?  A.  Yes,  sir. 

Q.  And  not  eliminated,  as  you  recommended?  A.  That 
is  right. 

Q.  Would  you  say  the  same  thing  about  new  business 
and  advertising?  A.  I  would  not  say  so. 

Q.  You  said  new  business  and  advertising  was  a  general 
overhead?  A.  Yes,  I  have  testified  to  that. 

Q.  Do  you  think  it  is  associated  overhead?  [R.  p.  1584] 
A.  The  extent  of  the  association  is  what  worries  me  on 
that.  I  might  state  why. 

Q.  I  have  no  objection  to  your  stating  why.  A.  Because 
1  the  Puget  Sound  Power  &  Light  Company,  as  I  understand 
it,  had  been  under  term  contracts  for  a  number  of  years  and, 
therefore,  there  was  no  necessity  of  it  as  to  new  business  in 
I  their  case.  It  had  to  do  with  work  to  be  secured  from  other 
clients.  For  that  reason  I  should  think  the  larger  part  of 
the  new  business  expense  should  apply  to  those  outside 
i  clients,  and  the  extent  or  the  measure  of  that  part  is  what 
constitutes  the  problem  in  my  mind. 
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Q.  So  you  would  agree  that  it  is  clear  that  some  part 
of  the  overhead  in  the  advertising  should  be  allocated  to 
Rock  Island?  A.  I  would  agree  to  that. 

Q.  So  you  now  revise  your  recommendation  to  the  com¬ 
mission  at  least  to  that  extent?  A.  Yes,  sir. 

Q.  The  reason  you  say  you  do  not  now  want  to  recom¬ 
mend  the  whole  of  it  be  used  as  a  basis  of  allocation  to 
Rock  Island  is  that  the  Licensee  had  had  a  term  contract 
for  some  years?  A.  I  stated  that. 

Q.  Could  you  develop  that  a  little  further  for  us,  Mr. 
Wilcox?  A.  I  think  it  is  a  matter  that  is  very  difficult  of 
[R.  p.  1585]  measuring  to  the  exact  extent.  That  was  my 
reason  for  at  least  tentatively  suspending  the  item  so  that 
it  could  be  discussed  and  all  of  the  relevant  facts  brought 
out  for  consideration.  In  other  words,  I  do  not  make  the 
decisions. 

•  •  •  •  * 

Q.  So  that  now — See  if  I  can  state  the  thing  fairly  with 
•  reference  to  this  new  business  and  the  advertising — you 
would  be  clear  that  some  part  of  it  is  a  proper  part  of  the 
overhead  for  distribution  in  determining  costs  of  the  Rock 
Island  work,  but  you  do  not  now  know  how  to  determine 
it?  [R.  p.  1586]  A.  It  would  require  further  analysis  and 
study. 

Q.  By  the  way,  in  your  classification  I  noticed  you  used 
the  term  “publicity,  Stone  &  Webster  Journal”.  Should 
not  that  be  “personnel,  Stone  &  Webster  Journal”?  I 
am  talking  about  the  reference  on  page  33.  Isn’t  that  just 
a  typographical  error?  A.  I  believe  not.  The  total  of  the 
account,  as  shown  in  the  records  of  Stone  &  Webster  Engi¬ 
neering  Company  is  that  of  publicity.  It  is  further  sub¬ 
divided  into  two  parts,  one  being  known  as  personnel  and 
the  other  “Stone  &  Webster  Journal”.  In  this  respect  I 
recommended  for  elimination  on  the  one  part  of  that  ac¬ 
count. 

Q.  And  which  one  was  that?  A.  Stone  &  Webster 
Journal. 
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Q.  Then  yon  do  not  recommend  for  elimination  the  per¬ 
sonnel  portion?  A.  No,  sir. 

Q.  Now,  let  me  see  if  I  cannot  shorten  up  the  examina¬ 
tion  a  little  bit.  Will  you  please  turn  with  me  to  page  33? 
A.  Yes ;  I  have  it. 

Q.  Will  you  please  look  at  your  1929,  opposite  the  item 
‘ * publicity” — Stone  &  Webster  Journal ”  and  tell  me  if 
there  is  an  item  there  an  item  of  $9,883.15?  A.  Tes,  sir. 

Q.  Do  you  have  the  break-down  of  that  item?  Let  me 
[R.  p.  1587]  ask  you  a  question  which  might  make  it  sim¬ 
pler.  Isn’t  there  a  break-down  there  of :  Journal,  $5,927.61 ; 
personnel,  $3,955.54;  a  total  of  $9,883.15?  A.  I  do  not 
have  such  a  break-down. 

Q.  If  that  is  the  break-down,  you  made  an  error,  did  you 
not,  in  including  as  a  recommended  elimination  the  $3,955.54, 
which  was  represented  by  the  personal  account?  A.  If  that 
amount  is  included,  you  are  correct.  The  figures  that  I  have 
start  in  August,  1929,  and  continue  through  December  and 
were  merely  marked  “publicity”,  without  a  further  defi¬ 
nition. 

Q.  And  you  did  not  pursue  it  to  see  what  the  break-down 
was,  or  at  least  you  do  not  have  it  in  your  working  papers? 
A.  That  is  apparently  so. 

Q.  If  that  is  the  break-down,  then  the  item  is  wrong  to 
the  extent  of  $3,955.54?  Is  that  right?  A.  Yes,  sir. 

Q.  This  “Contracts  guaranteed  payment”,  $2,000.00  is 
too  small  to  spend  very  much  time  on.  But  that  was  sus¬ 
pended  in  the  year  1930,  and  I  think  the  evidence  was  that 
it  was  to  repair  some  defective  concrete  piers  in  somebody’s 
factory.  I  just  want  to  ask  you  this  question.  That  is  an 
ordinary  incident  of  a  contracting  business,  is  it  not?  A.  I 
doubt  if  it  would  be  called  ordinary,  occurring  as  it  did  so 
many  years  after  the  work  was  done,  although  I  [R.  p.  1588] 
do  not  know  the  terms  of  the  contract  under  which  the  work 
was  performed.  It  may  have  been  a  direct  obligation ;  I  am 
not  sure. 
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Q.  Assume  that  it  was  not.  You  say  “  guaranteed  pay¬ 
ment”.  That  would  indicate  that  we  were  forced  to  do  it? 
A.  It  would  indicate  that ;  yes,  sir. 

Q.  And  if  it  is  a  fact  that  there  was  no  such  guarantee 
would  that  change  your  idea  with  respect  to  the  treatment 
of  this  item  as  an  overhead?  A.  It  would  influence  me. 

Q.  I  will  leave  it  there,  because  I  think  it  is  too  small  to 
bother  with.  Now,  as  to  these  beneficial  payments,  that 
whole  subject  certainly  intrigues  me.  You  made  an  investi¬ 
gation  only  of  details  with  respect  to  the  year  1930,  and  at 
this  stage  I  am  not  critical  at  all,  because  I  can  understand 
that  in  the  time  you  put  on  the  job  you  could  not  get  all  of 
the  details.  But  that  is  the  year,  isn’t  it,  the  year  1930? 
A.  Yes. 

Q.  The  break-down  of  that  item  is  contained  at  page  47 
of  your  report,  is  it  not?  A.  Yes,  sir. 

Q.  Analyzing  the  item  we  come  first  to  this  Massachu¬ 
setts  Institute  of  Technology,  $5,000.00.  Is  that  right?  A. 
Yes,  sir. 

[R.  p.  1589]  Q.  And  you  included  in  your  report  a  copy  of 
that  contract?  A.  That  is  right. 

Q.  I  read  that  contract,  and  I  presume  you  did.  A.  Yes, 
sir. 

Q.  And  I  got  the  idea,  which  evidently  you  did  not,  that 
if  anything  was  a  general  overhead  for  a  large  corporation 
that  was  in  the  technical  business  that  Stone  &  Webster 
Engineering  Corporation  was  in,  that  item  was  a  general 
overhead.  Now,  did  you  get  that  same  idea?  A.  In  some 
ways  it  is  general ;  in  other  ways  it  is  specific. 

Q.  Yes,  it  is  specific  in  the  sense  that  you  might  go  up 
there  in  connection  with  the  Rock  Island  job  and  have  a 
certain  kind  of  an  investigation  made.  A.  That  is  the  point 
that  I  wished  to  make  in  paragraph  4,  where  it  refers  to 
special  technical  problems  requiring  extended  consultations, 
investigations,  and  so  on. 

Q.  As  to  this,  I  presume  we  might  have  to  pay  some 
special  fees,  wouldn’t  we?  We  merely  made  the  Institute 
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technicians  available  for  that  kind  of  work,  didn’t  we?  It 
was  a  retainer?  A.  Yes;  that  is  right. 

Q.  Now,  the  other  things  made  available,  as  I  remember 
it — yon  have  it  before  yon,  and  I  will  not  bother  reading 
[R.  p.  1590]  it — were  the  technical  library  of  the  Massa¬ 
chusetts  Institute  of  Technology?  A.  That  is  right. 

Q.  The  privilege  of  going  to  the  staff  of  the  Massa¬ 
chusetts  Institute  of  Technology  and  asking  for  advice  on 
any  technical  problems?  A.  That  is  right. 

Q.  And  without  spending  any  more  time  on  it,  Mr.  "Wil¬ 
cox,  because,  after  all,  it  is  only  $5,000.00  and  we  could  not 
find  it  in  the  costs,  don’t  you  think  it  is  fairly,  considering 
the  nature  of  the  business  that  the  corporation  is  in,  a  gen¬ 
eral  overhead?  A.  I  believe  that  I  can  agree  that  it  is  a 
general  overhead. 

Q.  Now,  about  our  old  friend  associates — you  know  what 
I  mean?  A.  Yes. 

Q.  While  that  Rock  Island  job  was  going  on  did  anybody 
know  the  date  that  they  might  want  some  very  skilled, 
technical  advice  as  to  some  problem  that  might  arise  on 
that  job?  Rid  anybody  know  that  that  might  not  happen? 
A.  Apparently  not. 

Q.  And  yet  you  say  you  do  not  think  it  was  associated 
with  a  Rock  Island  charge?  A.  I  have  no  proof  of  that  ex¬ 
cept  the  general  statement. 

[R.  p.  1591]  Q.  On  your  basis  of  proving  these  things  I  do 
not  see  how  we  could  ever  make  a  case. 

•  «  •  •  • 

[R.  p.  1594]  By  Mr.  Tucker: 

Q.  Mr.  Wilcox,  do  you  think  that  at  the  time  of  your 
[R.  p.  1595]  examination  you  had  or  have  you  now  suffi¬ 
cient  information  about  the  various  items  that  you  have 
eliminated  to  be  able  to  recommend  to  the  Commission  their 
elimination  in  the  manner  in  which  your  record  indicates 
you  recommended  it? 

Examiner  Marsh:  Off  the  record,  please. 

(Thereupon,  an  off-record  discussion  occurred.) 
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Examiner  Marsh:  On  the  record,  please. 

Mr.  Tucker:  Before  he  starts  to  explain  I  think  I  am 
entitled  to  a  yes  or  no  answer,  and  then  he  can  explain  it. 

Examiner  Marsh:  Can  the  witness  answer  that  ques- 
tion  yes  or  no? 

The  Witness:  The  answer  is  evidently  “no”,  with  an 
explanation. 

By  Mr.  Tncker : 

Q.  Will  yon  go  ahead  and  make  the  explanation?  A. 
The  explanation  being  that  time  and  other  assignments  did 
not  permit  a  thorough  examination  of  the  accounts  and  the 
amounts  involved,  and  that  the  report  at  best  constitutes 
general  data  on  the  basis  of  an  examination  of  certain 
accounts  for  the  year  1930  and  other  accounts,  without  any 
examination  for  other  years.  It  is  therefore  unsatisfac¬ 
tory  in  that  respect. 

Mr.  Tucker:  That  is  all. 

Examiner  Marsh:  Is  there  any  re-direct  examination? 

Mr.  Shannon:  No,  sir. 

•  •  •  •  • 


[R.  p.  1601]  C.  B.  TAYLOR 

was  thereupon  called  as  a  witness  for  and  on  behalf  of 
Licensee  and,  having  been  first  previously  sworn,  testified 
as  follows: 

Direct  Examination  by  Mr.  Tucker: 

Q.  Mr.  Taylor,  I  understand  on  your  cross  examination 
you  were  asked  to  furnish  certain  information  by  Mr. 
Goetz  or  by  Mr.  Shannon.  Will  you  please  furnish  the 
information  which  you  have  here  and  explain  in  each  case, 
if  you  will,  the  place  in  the  record  where  it  was  requested. 
A.  I  was  asked,  at  transcript  page  1409,  if  I  would  state 
the  relation  between  the  total  contingent  salaries  and 
[R.  p.  1602]  the  total  base  salaries  of  the  122  employees 
who  participated  in  the  contingent  salary  plan  of  the  Stone 
&  Webster  Engineering  Corporation  for  the  year  1930. 
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I  have  ascertained  this  relationship,  and  find  that  the  total 
contingent  salaries  for  that  year,  as  included  in  the  sched¬ 
ule  of  overhead  expenses  on  page  5  of  our  report  (Exhibit 
BB),  represents  53  per  cent  of  the  total  base  salaries 
paid  to  the  122  employees  who  participated  in  the  con¬ 
tingent  salary  plan  for  that  year.  I  was  asked  to  explain 
the  nature  of  this  service  covered  by  the  Boston  Office 
payroll  in  the  amount  of  $34,543.82  (transcript  page  1453) 
and  the  salary  of  William  N.  Patten  for  the  year  1932  in 
the  amount  of  $10,000  (transcript  page  1454),  which  were 
charged  to  Job  5579,  but  were  not  billable  to  the  Licensee 
under  the  terms  of  the  contract.  I  find  that  the  item  of 
$34,543.82  represents  charges  through  the  Boston  Office 
payroll  to  Job  Order  5579,  as  follows: 


Boston  Office  Construction  services .  $24,413.61 

Engineering  and  Drafting  services .  32.88 

All  other  services .  10,097.33 


Totaling .  $34,543.82 


I  understand  these  charges  were  based  upon  time  reports 
rendered  by  the  respective  employees,  but  the  services 
were  of  such  a  character  as  are  not  billable  under  the  terms 
of  the  contract  with  the  Licensee.  [R.  p.  1603]  I  under¬ 
stand  that  the  salary  paid  for  1932  to  William  N.  Patten, 
who  was,  prior  to  that  year,  a  senior  construction  manager 
engaged  on  various  jobs,  covered  managerial  services 
solely  in  connection  with  the  construction  of  Rock  Island 
project,  which  services  because  of  their  nature  were  not 
willable  under  the  terms  of  the  contract  with  the  Licensee. 
You  have  also  asked  me  to  describe  the  nature  of  the 
amount  of  $1,803.72  Boston  Office  payroll,  94.455  per  cent 
of  which,  or  $1,703.70,  was  charged  to  Job  Order  5587  but 
was  not  billable  under  the  terms  of  the  contract  with  the 
Licensee  (transcript  page  1454).  This  item  represents 
$1,267.55  of  Boston  Office  construction  services  and  $536.17 
of  other  services,  based  upon  time  reports  rendered  by  the 
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respective  employees,  which  services  were  of  a  nature 
not  billable  under  the  terms  of  the  contract  with  the 
Licensee.  On  page  1428  of  the  transcript  you  asked  if  I 
would  endeavor  to  ascertain  if  any  Federal  income  taxes 
were  paid  by  Stone  &  Webster,  Incorporated,  for  the  year 
1930  in  respect  of  rental  paid  to  Stone  &  Webster  Realty 
Corporation  in  connection  with  the  premises  at  49  Federal 
Street,  Boston,  and,  if  any  such  taxes  were  paid,  whether 
any  part  of  them  was  charged  to  Stone  &  Webster  Engi¬ 
neering  Corporation  and  Stone  &  Webster  Service  Corpo¬ 
ration  and  included  in  the  overhead  expenses  shown  by 
our  respective  reports  Exhibits  BB  and  CC.  [R.  p.  1604] 
I  find  that  we  do  not  have  details  of  any  such  taxes  in  our 
working  papers,  and  to  obtain  such  information  it  would 
be  necessary  to  refer  to  the  records  of  the  companies 
concerned  in  Boston.  However,  I  do  believe  that  the  effect 
upon  the  results  of  our  cost  studies,  if  there  should  be 
any  such  Federal  income  taxes  involved,  would  be  quite 
trivial.  I  made  computations  based  upon  the  Federal 
income  taxes  which  would  be  payable,  upon  the  net  earn¬ 
ings  of  Stone  &  Webster  Realty  Corporation  as  shown  on 
page  61  of  Mr.  Wilcox’s  report  and  upon  the  rental  alloca¬ 
tions  for  the  respective  corporations  shown  on  pages  60 
and  97  of  that  report.  These  computations  indicate  that 
the  effect  upon  the  total  costs  assignable  to  the  Rock  Island 
project  would  be  a  reduction  of  about  $255  in  the  case  of 
Stone  &  Webster  Engineering  Corporation  and  a  reduction 
of  about  $38  in  the  case  of  Stone  &  Webster  Service 
Corporation. 

Q.  By  “reduction”  you  mean  in  your  final  cost  deter¬ 
mination!  A.  That  is  so. 

Mr.  Tucker:  Do  you  wish  to  inquire  further! 

Mr.  Goetz:  Yes. 

Cross  Examination  by  Mr.  Goetz: 

Q.  Mr.  Taylor,  you  have  indicated  that  if  this  Federal 
income  tax  were  not  eliminated  that  the  effect  upon  your 
report  [R.  p.  1605]  would  have  been  trivial.  A.  That  is  so. 
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Q.  A  great  deal  has  been  made  of  trivial  errors  in  this 
hearing,  has  there  not?  A.  I  don’t  think  items  quite  as 
small  as  this  have  been  under  discussion.  I  don’t  recall  any. 

Q.  As  an  expert  accountant  don’t  you  think  it  was  your 
duty  to  examine  those  records  more  thoroughly  to  deter¬ 
mine  whether  or  not  Federal  income  taxes  had  been  excluded 
before  charging  these  sums  to  the  two  corporations  in  which 
we  are  interested.  A.  I  think  if  it  had  been  a  material  figure 
perhaps  I  would  agree  with  you  there.  But  I  think  the  mat¬ 
ter  is  not  important.  And  I  am  not  even  sure  at  the  present 
time  that  there  are  actual  Federal  income  taxes  passed  on 
to  these  corporations.  And  there  is  the  further  fact  as  to 
that  particular  type  of  lease  in  this  case  between  Stone  & 
Webster  Service  Corporation  and  the  Stone  &  Webster 
Realty  Corporation  that  I  am  not  sure  about  without  study¬ 
ing  the  lease  in  some  detail,  and,  if  there  are  Federal  Income 
taxes  involved,  whether  it  does  not  more  partake  of  a  rental 
payment  in  any  event.  I  do  not  think  it  is  a  perfectly 
straight  income  tax  issue. 

Q.  If  you  were  to  do  it  over  again  would  you  make  a  fur¬ 
ther  investigation  to  determine  actually  the  situation?  A. 
In  view  of  the  situation  that  this  question  has  [R.  p.  1606] 
arisen,  certainly  I  should  look  into  the  item. 

Q.  You  do  not  think  you  were  justified  in  doing  that 
before?  A.  I  would  not  say  that  I  do  not  think  I  would  not 
have  been  justified  in  doing  it  before.  I  would  say  that  I 
think,  whether  I  did  it  or  not,  that  it  has  made  no  material 
difference  in  the  results. 

Q.  Accountants  take  into  consideration  material  differ¬ 
ences,  do  they?  Don’t  they  aways  want  accuracy?  A.  As- 
curacy  is  a  somewhat  peculiar  term.  Accountants  are  usu¬ 
ally  dealing  with  matters  which  are  matters  of  opinion. 
And  it  is  manifestly  impossible  to  reduce  most  of  the  items 
with  which  accounts  have  to  deal  to  exact  dollars  and  cents. 
Perhaps  cash  is  one  item  on  a  balance  sheet,  for  instance, 
which  you  can  say  can  be  determined  with  exactitude.  But 
most  of  the  other  items  that  appear  there  are  matters  of 
opinion.  And  to  the  extent  that  they  are  matters  of  opinion 
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on  the  balance  sheet  the  operating  accounts  would  also  be 
affected  with  items  which  are  matters  of  opinion. 

Q.  Mr.  Taylor,  what  would  you  consider  a  substantial 
error  in  the  calculation  of  a  percentage?  A.  If  you  go  up 
to  99  I  would  consider  99  substantial.  If  you  grade  it  down 
the  line  you  have  to  consider  in  what  connection  you  are  try¬ 
ing  to  compute  your  percentage  and  apply  it. 

[R.  p.  1607]  Q.  You  have  admitted,  and  I  do  too,  that  99 
per  cent  would  be  a  substantial  error.  Let  us  take  one  per 
cent.  A.  Well,  again,  it  would  all  depend  upon  the  purpose. 

Q.  Would  it  be  substantial  for  any  purpose?  A.  It 
might  be. 

Q.  Under  what  circumstances?  A.  Well,  I  would  say 
that  if  expenses  of  a  certain  corporation  were  guaranteed 
by  another  corporation  to  the  extent  of  two  per  cent  of  those 
expenses  that  an  error  of  one  per  cent  would  be  material. 

Q.  Do  you  consider  the  errors  pointed  out  in  Mr.  Wil¬ 
cox’s  report,  Statement  Number  20,  to  be  substantial? 

Mr.  Tucker:  Please  look  at  Statement  Number  20  be¬ 
fore  you  answer  the  question. 

The  Witness:  On  which  page  is  that? 

Mr.  Goetz :  I  believe  it  is  page  94. 

Mr.  Tucker :  In  that  connection  may  I  have  the  witness 
look  at  the  testimony  that  Mr.  Wilcox  gave  as  to  those  items? 
As  I  remember  it,  one  of  them  was  $57,000. 

Mr.  Goetz:  We  are  talking  about  percentages  now. 

Mr.  Tucker:  Would  you  like  to  look  at  the  record  in 
connection  with  this  explanation  at  all? 

The  Witness :  That  is  all  right.  I  know  what  the  items 
are,  Mr.  Tucker. 

Mr.  Tucker:  Let  the  record  show  that  the  witness  re- 
[R.  p.  1608]  fuses  to  look  at  the  record. 

The  Witness:  Yes;  I  would  call  those  errors  substantial. 

By  Mr.  Goetz: 

Q.  Why?  A.  Because  they  amount  to  the  sum  of 
$123,000,  approximately — the  two  items  which  are  included 
in  gross  items. 
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Q.  Will  you  please  point  out  those  items?  A.  They  ap¬ 
pear  on  page  69  of  the  report,  Statement  Number  17. 

Q.  Will  you  go  a  little  more  slowly?  A.  In  the  first 
column  of  figures  there  the  first  item  is  private  accounting, 
$76,948.54.  The  second  item  is  sale  of  office  furniture, 
$47,180.09. 

Q.  Now,  will  you  go  back  to  Statement  Number  20  and 
indicate  on  that  page  what  percentages  should  have  been 
incorporated  in  this  statement  had  Mr.  Wilcox  properly 
considered  those  items  to  which  you  just  referred.  A.  I  do 
not  have  the  percentages  recomputed. 

Q.  Why  do  you  say  that  they  are  substantial,  or  why 
did  you  say  they  are  substantial  when  I  asked  you  about 
those  percentages,  or  that  the  errors  were  substantial?  A. 
Again,  as  I  said  before,  the  question  of  whether  the  differ¬ 
ence  in  percentage  is  substantial  depends  upon  its  connota¬ 
tion. 

[R.  p.  1609]  In  this  case  the  percentage  results  from  in¬ 
cluding  an  item  of  $123,000  of  gross  income  in  the  statement 
that  should  have  been  eliminated,  and  its  effect  upon  the 
percentage,  no  matter  how  much  it  is  in  this  case,  would 
make  it  material,  in  my  mind. 

Q.  On  cross  examination  yesterday  or  on  some  other 
day  you  stated  a  further  refinement  of  cost  accounting  in 
this  instance  would  not  substantially  affect  the  results.  You 
might  not  have  used  the  word  1 1  substantial7 ’  but  perhaps 
you  used  a  word  of  comparable  meaning.  Is  that  correct? 
A.  No;  I  do  not  think  I  said  that.  I  think  I  said  it  was  my 
belief  that  it  would  not  materially  change  the  results.  It 
was  just  a  matter  of  belief.  I  had  not  computed  it. 

Q.  Would  that  material  change,  in  your  opinion,  be  any 
greater  than  the  change  which  would  be  made  here  as  a 
result  of  these  errors  by  Mr.  Wilcox.  A.  As  to  dollars  and 
cents  I  could  not  answer  that  question  because  I  have  not 
made  the  computation. 

Q.  Would  you  give  your  opinion,  please?  A.  My  opinion 
is  that  I  don’t  know  which  would  produce  a  greater  amount 
in  dollars  and  cents  without  making  the  computation. 


393 


(C.  B.  Taylor ,  Licensee ,  Cross ,  Cont’d.) 

[R.  p.  1610]  Q.  Then  you  cannot  state  at  this  moment  what 
the  proper  percentage  should  be  in  lines  24,  25  and  26  of 
statement  No.  20?  A.  I  cannot  state  now  because  it  would 
take  me  some  little  time  to  recompute  the  percentages  on 
that  page. 

Q.  Let  me  take  the  figure  of  60.28  per  cent  shown  on  line 
24  for  the  year  1927. 

Mr.  Tucker:  Aren’t  you  back  on  page  94  again? 

Mr.  Goetz:  That  is  right.  It  is  statement  No.  20. 

Mr.  Tucker:  Statement  No.  20  on  page  94? 

Mr.  Goetz:  That  is  right. 

By  Mr.  Goetz: 

Q.  I  am  informed  that  if  the  correction  were  made  in 
the  gross  earnings  that  percentage  would  be  61.63  instead  of 
60.28,  and  the  percentage  shown  below  that  of  38.68  would 
be  37.31,  and  the  percentage  of  39.72  in  line  26  would 
become  38.37.  Assuming  that  these  figures  are  correct,  Mr. 
Taylor,  do  you  consider  the  effect  would  be  substantial? 
And  why?  A.  I  would  consider  the  effect  would  be  sub¬ 
stantial  because  there  you  would  have  a  variation  of  ap¬ 
proximately  a  little  more  than  two  per  cent  of  gross  earnings 
in  that  year.  That  is  the  material  change  in  that  statement 
so  far  as  I  am  concerned.  It  might  not  affect  those  per¬ 
centages.  I  did  not  make  a  note  of  the  percentages  as  you 
read  them.  But  [R.  p.  1611]  the  thing  that  is  basically 
material  on  the  statement  is  that  the  opening  figure  of  gross 
income  is  overstated  by  over  two  per  cent. 

Q.  In  your  opinion  that  is  the  only  material  error  on 
that  page  ?  A.  Oh  no ;  I  did  not  make  that  statement.  The 
years  1929,  1930  and  1931  are  all  affected  by  the  adjust¬ 
ments  from  Statement  No.  17  on  page  69  by  the  elimination 
of  the  item  of  private  accounting. 

Q.  You  dovnot  know  what  those  new  percentages  would 
be  but  yet  you  say  they  are  material?  Is  that  correct?  A. 
I  say  they  are  material  because  the  amounts  concerned  in 
the  gross  income  in  these  statements  are  material  in  con- 
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sideration  of  this  entire  gross  earnings  situation  and  the 
result  that  we  are  endeavoring  to  obtain. 

Q.  Are  you  familiar  with  the  time  that  Mr.  Wilcox 
spent  on  this  report?  A.  No;  I  am  not. 

Q.  Do  you  know  on  what  date  your  concern  handed  to 
Mr.  Wilcox  the  preliminary  drafts  with  which  he  worked? 
A.  No ;  I  do  not. 

Examiner  Marsh:  You  have  reference  to  the  date  that 
the  tentative  draft  report  was  delivered  to  him? 

Mr.  Goetz:  That  is  right — with  which  he  worked  in 
preparing  his  report. 

[R.  p.  1632]  Mr.  Tucker :  The  Lybrand  report. 

By  Mr.  Goetz : 

Q.  Do  you  know  the  date  that  your  firm  handed  to  Mr. 
Wilcox  the  preliminary  draft  of  its  report  on  the  Stone  & 
Webster  Service  Corporation?  A.  I  do  not  believe  I  have 
a  record  of  that  information. 

Mr.  Tucker:  If  you  would  tell  me  when  it  was  I  would 
admit  it  for  the  record  in  order  to  save  time. 

Mr.  Goetz :  As  I  understand  it,  it  was  late  in  February, 
perhaps  the  last  day. 

Mr.  Tucker:  I  will  admit  that. 

By  Mr.  Goetz : 

Q.  You  have  indicated  that  those  are  material  errors 
which  Mr.  Wilcox  made  on  Statement  No.  20  of  his  report? 
A.  That  is  so. 

Q.  Will  you  please  now  refer  to  page  12  of  Mr.  Wilcox’ 
report?  A.  Yes ;  I  have  it. 

Q.  Will  you  now  indicate,  assuming  that  it  should  be 
corrected — and  I  admit  it  should — to  show  the  proper  per¬ 
centage  figures  for  those  years,  what  figures  would  be  in 
the  last  column?  And  I  will  ask  you  if  that  is  a  ma¬ 
terial  change?  A.  I  have  not  made  the  recomputation. 
[R.  p.  1613]  Q.  Will  you  do  it  now?  A.  It  would  take  me 
considerable  time  to  work  those  out. 
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Q.  Then,  will  yon  accept,  for  the  pnrpose  of  the  record 
at  this  time,  the  figures  which  I  gave  yon  as  Mr.  Wilcox 
has  recalculated  them? 

Mr.  Tucker:  I  think  the  witness  said  that  he  did  not 
take  them  down. 

Mr.  Goetz:  I  am  going  to  give  them  to  him.  For  the 
year  1927  the  percentage  should  be  38.37  instead  of  39.72. 
There  is  no  error  for  the  year  1928.  For  the  year  1929 
the  figures  should  be  40.55  per  cent  instead  of  40.78  per 
cent.  For  the  year  1930  the  percentage  should  be  44.28 
per  cent  instead  of  45.60  per  cent.  For  the  year  1931  the 
percentage  should  be  38.91  per  cent  instead  of  40.47  per 
cent.  Now,  will  you  please  complete  the  calculation? 

Mr.  Tucker:  Didn’t  he  compute  the  amounts  also? 

Mr.  Goetz :  Yes ;  I  can  give  you  the  amounts. 

The  Witness :  Will  you  do  so,  please. 

By  Mr.  Goetz: 

Q.  Instead  of  the  amount  of  $1,322.91  under  the  column 
entitled  “Eliminations  proposed  by  F.  P.  C.  Examiner  the 
same  should  be  $1,277.95.  [R.  p.  1614]  For  the  year  1928 
there  is  no  change.  For  the  year  1929  the  figures  should 
be  $4,296.64  instead  of  $4,321.01.  For  the  year  1930  the 
figures  should  be  $18,151.25  instead  of  $18,692.34.  For  the 
year  1931  the  amount  should  be  $14,537.15  instead  of 
$15,119.98. 

Mr.  Tucker:  What  is  the  total? 

Mr.  Goetz:  I  do  not  have  the  total  at  this  moment. 
In  the  last  column  under  the  heading  “Remainder  after 
elimination  by  F.  P.  C.  Examiner,  the  amount  for  1927 
should  be  $2,052.64  instead  of  $2,007.68.  In  the  next  year 
there  is  no  change  in  the  figure.  For  the  year  1929  the 
amount  should  be  $6,299.27  instead  of  $6,274.90.  For  the 
year  1930  the  amount  should  be  $22,840.73  instead  of 
$22,299.64.  For  the  year  1931  the  figure  should  be  $22,823.80 
instead  of  $22,240.97.  The  total  amount  should  be  $59,732.82 
in  lieu  of  $58,539.57.  That  figure  of  $59,732.82  is,  according 
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to  Mr.  Wilcox’  computation,  approximately  $300  more  than 
the  Licensee  now  claims  for  this  service.  Will  yon  now- 
state,  Mr.  Taylor  whether  or  not  you  think  [R.  p.  1615] 
the  error  by  Mr.  Wilcox  is  material?  A.  In  view  of  the 
purpose  of  the  cost  study  and  the  general  average  manner 
in  which  it  was  reached,  and  assuming  your  percentages  and 
amounts  to  be  correct,  I  do  not  think  that  the  effect  of  the 
error  was  material. 

By  Mr.  Goetz : 

Q.  I  should  like  to  have  you  supply  for  the  record,  Mr. 
Taylor,  a  detail  of  the  revenues  and  expenses  of  the  Stone 
&  Webster  Realty  Corporation.  Will  you?  A.  I  haven’t 
any  such  information  available  here  in  Washington. 

Q.  How  long  would  it  take  to  get  that  information  for 
all  of  the  years  involved  here  ?  A.  That  information  would 
have  to  be  obtained  through  Boston. 

Q.  Yes;  I  understand  that.  How  long  would  it  take? 
A.  You  wish  all  of  the  revenues  and  expenses? 

Mr.  Tucker:  For  all  the  years? 

Mr.  Goetz:  Yes. 

Mr.  Tucker:  Do  you  mean  in  detail  or  by  accounts 
enough  detail  to  show  the  Federal  income  tax? 

The  Witness :  Then  it  would  mean  more  than  the  Stone 
&  Webster  Realty  Corporation  because  you  would  have  to 
go  back  to  Stone  &  Webster,  Inc.,  which  operated  the  Realty 
Building  during  a  part  of  this  period  as  the  sole  lessee. 
[R.  p.  1616]  I  think  the  Realty  Corporation  was  included 
with  Stone  &  Webster  Inc.  in  the  consolidated  income  tax 
return  for  a  part  of  the  period;  and  it  would  then  be  nec¬ 
essary  to  follow  through  the  consolidated  tax  to  see  if  any 
part  had  been  allocated  to  the  Realty  Corporation;  and 
then  again  to  see  if  the  part  applicable  to  the  Realty  Cor¬ 
poration,  if  there  had  been  such  allocation,  was  again  allo¬ 
cated  back  to  Stone  &  Webster,  Inc.,  and  its  various  affiliates 
that  were  occupying  these  leased  premises. 
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By  Mr.  Goetz : 

Q.  Mr.  Taylor,  is  there  anyone  here  who  has  more  infor¬ 
mation  on  that  sitnation  than  yon  have?  A.  No,  sir,  not 
as  to  the  figures. 

Q.  To  your  knowledge,  Mr.  Taylor,  can  anyone  here 
testify  as  to  whether  or  not  the  Federal  Income  tax  was 
including  computation  of  rent  to  be  charged  the  Service 
Corporation  and  Engineering  Corporation?  A.  No;  I  am 
sure  that  is  not  so,  because  I  spent  the  best  part  of  last 
evening  until  quite  late  trying  to  work  out  the  situation 
from  the  data  we  have  and  from  everyone  here  who  had 
any  knowledge  of  the  situation  at  all,  but  I  found  it  was 
hopeless. 

By  Mr.  Tucker : 

Q.  You  found  it  was  what?  A.  That  it  was  hopeless, 
that  we  would  have  to  go  [R.  p.  1617]  to  the  records  at  Bos¬ 
ton  before  we  could  satisfy  ourselves  on  that  point. 

Mr.  Goetz:  That  is  all,  Mr.  Examiner. 

(Witness  excused.) 
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•  *  •  •  • 


[R.  p.  1665]  Repoet  on  the 

ACTUAL  LEGITIMATE  ORIGINAL  COST 

OF 

ROCK  ISLAND  PROJECT— NO.  943— WASH. 
as  of  Mat  31,  1933 

PUGET  SOUND  POWER  &  LIGHT  COMPANY 

LICENSEE 

•  •  •  •  • 

BY 

!  A.  R.  Safeblade — Examiner  of  Accounts 

i  Eugene  Logan — Senior  Hydroelectric  Engineer 

•  •  •  •  • 

[R.  p.  1667]  Nature  of  This  Report: 

This  is  a  report  on  the  actual  legitimate  cost  of  the  Rock 
Island  project  (No.  943  Wash.)  as  of  May  31,  1933,  Puget 
Sound  Power  &  Light  Company ,  licensee.  The  report  is  in 
three  (3)  parts,  as  follows : 

Part  I — General  data  and  summaries  showing 
claimed  cost  and  results  of  accounting 
examination  and  engineering  analysis. 

Part  II — Accounting  examination. 

i  Part  m — Engineering  analysis. 

The  report  contains  the  combined  results  of  an  account¬ 
ing  examination  and  an  engineering  analysis  of  licensee’s 
claimed  project  cost  as  of  May  31,  1933.  The  conclusions 
herein  reached  represent  the  opinions  of  the  reporting 
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accountant  and  the  reporting  engineer.  The  schedules, 
descriptive  matter  and  opinions  comprising  this  report  are 
submitted  for  the  information  of  the  Commission  in  its  con¬ 
sideration  of  the  propriety  and  accuracy  of  every  item  of 
project  cost  claimed  by  the  licensee.  The  reporting  account¬ 
ant  ’s  examination  was  made  upon  the  basis  of  “  Actual 
legitimate  cost”  as  defined  in  the  Commission’s  “System 
of  Accounts”  (first  issue)  and  its  accounting  regulations, 
opinions  and  decisions.  The  reporting  engineer’s  analysis 
shows  whether  the  project  was  actually  constructed  in 
accordance  with  plans  approved  by  the  Federal  Power  Com¬ 
mission,  whether  the  construction  conforms  in  quality  to 
good  practice  and  is  adequate  for  project  purposes,  and 
whether  expenditures  claimed  by  the  licensee  for  the  various 
features  of  the  project  were  reasonable  and  necessary. 

[R.  p.  1668]  General  Description  of  Project 

The  Rock  Island  project  consists  of  a  hydro  plant  lo¬ 
cated  on  the  Columbia  River  near  the  geographical  center 
of  the  State  of  Washington;  and  90  miles  of  110  kv  trans¬ 
mission  line  connecting  with  the  high  voltage  system  of 
the  Puget  Sound  Power  &  Light  Company.  This  project 
lies  145  miles  downstream  from  the  Grand  Coulee  project 
now  under  construction,  and  310  miles  upstream  from  the 
Bonneville  project. 

The  Columbia  River  has  a  remarkably  well  sustained 
flow  due  principally  to  its  drainage  of  a  large  area  of  the 
Rocky  Mountains  in  both  the  United  States  and  Canada. 
The  minimum  flow  at  the  site,  based  upon  available  records, 
is  about  21,000  second  feet,  and  the  maximum  recorded 
flow,  which  occurred  in  1894,  has  been  estimated  at  740,000 
second  feet.  Approximately  90,000  square  miles  of  drain¬ 
age  area  lies  above  the  Rock  Island  plant. 

The  development  consists  of  a  comparatively  low  dam 
extending  across  the  river  so  as  to  take  advantage  of  the 
island  in  its  center.  The  power  house  forms  an  integral  part 
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of  the  structure.  The  dam  consists  of  a  flat  slab  on  the  river 
bed  on  which  rest  heavy  concrete  piers.  Steel  gates,  which 
may  be  opened  wide  during  floods,  close  the  openings  be¬ 
tween  piers.  The  gates,  which  control  1,400  feet  of  spill¬ 
way,  are  of  varying  sizes  and  will  ultimately  provide  for  a 
maximum  head  of  51  feet.  A  regulating  gate  at  the  south 
i  end  of  the  power  house  is  used  as  a  skimmer  gate  and  to 
regulate  small  flows.  Three  pairs  of  gates  to  each  turbine 
unit  control  the  flow  through  the  plant. 

A  small  drop  gate  at  the  north  end  of  the  power  house 
i  controls  the  water  at  the  lower  end  of  one  of  two  fishways 
provided  to  take  care  of  the  migratory  salmon.  Each  of 
I  these  fishways  is  600  feet  in  length,  20  feet  in  width  and 
is  built  in  12-inch  steps.  The  intakes  of  the  fish-  [R.  p.  1669] 
ways  are  controlled  by  a  series  of  steel  gates  at  different 
elevations. 

The  present  power  house  is  of  reinforced  concrete  and 
strutural  steel,  332  feet  in  length,  114  feet  wide,  and  162 
feet  in  height,  from  bedrock  to  parapet.  The  ultimate 
building  structure  will  be  approximately  886  feet  long. 
i  The  initial  installation  consists  of  four  15,000  kw  gen- 
i  erators  of  the  umbrella  type  actuated  by  four  21,000  hp 
(at  32  ft.  head)  propellor  type  vertical  shaft  water  wheels. 
Seven  15,000  kva  forced  air-cooled  transformers  mounted 
i  on  the  roof  of  the  power  house  step  the  current  from  13,800 
volts  to  110,000  volts.  A  station  service  unit  of  1,750  kva 
I  completes  the  initial  installation.  Provision  has  been  made 
in  the  structure  for  six  additional  units, 
i  A  single  circuit  110  kv  transmission  line  extends  from 
the  Rock  Island  plant  across  the  Cascade  Mountains  to 
Skykomish  where  it  ties  in  with  the  Puget  Sound  Power  & 
Light  Company  system  at  a  substation  owned  by  the  Great 
!  Northern  Railway  Company.  This  section  of  line  is  82.41 
miles  in  length.  A  second  single  circuit  110  kv  line,  8.23 
miles  in  length,  connects  the  plant  with  the  White  River- 
i  Wenatchee  line  of  the  Puget  Sound  Power  &  Light  Com- 
i  panv  at  the  Stemilt  Creek  substation  no«r  Wenatchee. 
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Both  lines  are  of  “H”  frame  wood  pole  construction  with 
the  exception  of  3.92  miles  over  the  summit  of  the  Cascades, 
and  0.34  miles  across  the  Colnmbia  river,  where  steel 
towers  are  used.  Conductors  are  4/0  copper  and  336,400 
C.  M.  steel  reinforced  aluminum. 

•  •  •  •  • 

Construction  began  on  the  Rock  Island  project  on  Jan¬ 
uary  14,  1930;  the  first  two  units  were  put  into  operation 
in  December,  1931;  and  the  third  and  fourth  units  were 
completed  and  placed  in  operation  in  December,  1932. 

The  entire  project  was  designed  and  built  by  Stone  & 
Webster  Engineering  Corporation  for  Puget  Sound  Power 
&  Light  Company  and  predecessor. 


[R.  p.  1697] 
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Safeblade,  Examiner  of  Accounts  of  Federal 
Power  Commission,  Staff  Report  Part  II. 

[R.  p.  1785]  E.  Stone  &  Webster  Engineering  Corpora¬ 
tion  100%  Overhead  $23,957.11. 

Summary  line  A27 — Part  of  Bulletin  4 — Item  14c — 
F.  P.  C.  Acct.  390. 

(Additional  amounts  of  100%  Boston  Office  over¬ 
head  are  included  in  suspensions  of  charges  for  in¬ 
vestigation  of  other  streams  and  study  of  power 
requirements.) 

This  overhead  is  100%  of  certain  salaries  which  were 
paid  from  the  Boston,  Mass,  office  of  Stone  &  Webster,  Inc. 
and/or  Stone  &  Webster  Engineering  Corporation.  Of 
this  overhead,  $4,151.07  is  charged  to  Job  Order  No.  4260 
“Investigation  of  Bock  Island  development”  for  the  year 
192S  and  $19,S06.04  to  Job  Order  No.  5397  “Preliminary 
engineering”  for  the  year  1929.  As  of  January  1,  1924  a 
contract  became  effective  between  Stone  &  Webster,  Inc. 
and  Puget  Sound  Power  &  Light  Co.  setting  forth  the  terms 
under  which  certain  work  would  be  undertaken  by  the  for¬ 
mer.  This  contract  appears  to  have  continued  in  force 
throughout  the  prelicense  period  herein  used  for  account¬ 
ing  purposes,  or  until  January  1,  1930.  Washington  Elec¬ 
tric  Company,  the  licensee  during  the  prelicense  period, 
being  a  subsidiary  of  Puget  Sound  Power  &  Light  Co.,  was 
charged  by  the  latter  for  certain  work  performed  by  Stone 
&  Webster,  Inc.  which  included,  among  other  things,  the 
two  “Job  Orders”  above  mentioned.  The  licensee  stated 
to  the  Examiner  that  the  overhead  of  100%  on  certain 
salaries  paid  from  the  Boston  office  was  charged  in  accord¬ 
ance  with  Section  5  of  the  contract  effective  January  1, 
1924,  pertinent  part  of  which  is  quoted  below: 

“It  is  obviously  impossible  to  determine  the  exact 
cost  incurred  under  Item  (2)  incident  to  any  par- 
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ticular  piece  of  work.  It  has  been  shown  by  onr 
experience  over  a  long  period  of  years  that  the  aver¬ 
age  cost  under  Item  (2)  equals  the  average  cost  under 
Item  (1).  Consulting  engineering  services  will, 
therefore,  be  billed  to  your  Company  on  this  basis 
and  the  charge  wdll  be  twice  salary  plus  traveling  and 
incidental  expenses.” 

The  amount  of  $23,957.11  is  suspended  for  the  reason 
that  the  original  records  of  Stone  &  Webster,  Inc.  of  such 
expenditures  as  were  assumed  by  it  to  comprise  this  over¬ 
head  have  not  been  audited  by  the  Federal  Power  Commis¬ 
sion  as  access  thereto  was  denied.  The  probable  necessity 
for  placing  such  records  in  the  same  category  as  the  project 
records  of  the  licensee,  and  likewise  subject  to  examination 
by  the  Commission,  arises  from  the  apparent  control  of 
the  affairs  of  Washington  Electric  Company,  Puget  Sound 
!  Power  &  Light  Co.,  and  Stone  &  Webster,  Inc.  during  the 
prelicense  period  by  the  same  group  of  officers  and/or  direc¬ 
tors.  (See  chapter  herein  on  subject  of  corporate  affilia¬ 
tions.)  If  common  control  existed  during  the  prelicense 
period,  allowable  Boston  office  overhead  would  apparently 
be  limited  to  actual  cost  thereof  as  defined  in  the  Commis- 
i  sion’s  “System  of  Accounts”  from  which  the  following  is 
[B.  p.  1786]  quoted:  (Page  33 — Paragraph  (d) — in  Section 
2  “Tangible  and  intangible  capital  and  overhead  costs” — 
“General  instructions  and  definitions”.) 

“These  instructions  should  not  be  interpreted  as 
permitting  the  addition  to  fixed  capital  accounts  of 
arbitrary  percentages  to  cover  assumed  overhead 
costs,  but  only  as  requiring  the  assignment  or  ap¬ 
portionment  to  particular  accounts  for  tangible  capi¬ 
tal  of  actual  and  necessary  overhead  expenditures.” 
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F.  Stone  &  Webster  (Inc.)  management  charges 
$23,384.44. 

Summary  line  A28 — Part  of  Bulletin  4 — Item  lOh — 
F.  P.  C.  Acct.  395. 

This  amount  is  the  sum  of  monthly  proportions  charged 
to  the  project  of  Stone  &  Webster  (Inc.)  management 
charges  to  Puget  Sound  Power  &  Light  Co.  totaling 
$652,430.61  for  the  period  June,  1927,  to  December,  1929, 
inclusive.  The  proportions  were  based  on  the  monthly 
ratios  (from  1.02%  to  7.26%)  that  the  claimed  project  por¬ 
tions  of  salaries  of  Seattle  office  employees  bore  to  the 
total  Seattle  office  payroll  after  exclusion  of  all  departments 
which  were  entirely  nonproject  in  function. 

The  Examiner  finds  specific  reference  to  fees  paid  en¬ 
gineering  and  management  corporations  in  the  section  de¬ 
voted  to  “ Operating  expense  accounts ”  in  the  Commission’s 
“System  of  Accounts”.  In  the  instructions  for  the  use  of 
Acct.  941  “Pay  and  expenses  of  general  officers”,  on  page 
127  thereof  the  following  appears: 

“Include  also  in  this  account  fees  of  directors  and 
receivers  and  payments  to  engineering  and  manage¬ 
ment  corporations  for  supervising  and  managing 
the  operations  of  the  licensee.” 

The  “General  note”  immediately  preceding  Acct.  941  on 
page  127  states  in  effect  that  the  pay  and  traveling  and  liv¬ 
ing  expenses  of  general  office  officials  and  employees  should 
be  equitably  apportioned  as  between  operations,  construc¬ 
tion,  and  other  work.  It  does  not  specifically  state  that 
management  fees  should  likewise  be  apportioned.  Ap¬ 
parently  the  charging  of  management  fees  was  viewed  as 
occurring  only  in  connection  with  operations.  The  Examiner 
finds  no  specific  reference  to  management  fees  in  the  section 
devoted  to  “ Fixed  capital  accounts”  in  the  Commission’s 
“System  of  Accounts”. 


406 


(Excerpts  from  Preliminary  Accounting  Report.) 

These  management  charges,  and  also  the  charges  for 
100%  overhead  on  certain  salaries  previously  discussed 
i  herein,  originated  in  the  Boston  office  of  the  Stone  &  Web¬ 
ster  organization.  If  there  existed,  during  the  prelicense 
period,  common  ownership  or  control  of  Stone  &  Webster, 
Inc.  and  Washington  Electric  Company,  the  permittee,  as 
appears  to  have  been  the  case,  the  maximum  allowance 
i  that  could  be  made  for  such  management  service  and  over¬ 
head  would  be  the  actual  cost  thereof  determined  in  ac¬ 
cordance  with  the  Commission’s  “System  of  Accounts” 
from  [R.  p.  1787]  which  the  following  is  quoted: 

(Page  33 — Paragraph  (d) — Section  2  “Tangible  and  in¬ 
tangible  capital  and  overhead  costs” — “General  instruc¬ 
tions  and  definitions”.) 

“These  intsructions  should  not  be  interpreted  as 
permitting  the  addition  to  fixed  capital  accounts  of 
arbitrary  percentages  to  cover  assumed  overhead 
i  costs,  but  only  as  requiring  the  assignment  or  ap- 

i  portionment  to  particular  accounts  for  tangible  capi¬ 

tal  of  actual  and  necessary  overhead  expenditures”. 
•  •  •  •  • 


[R.  p.  1825]  N.  Federal  Power  Commission  Pre-operation 
Charges,  $4,830.14. 

Summary  line  B  18 — Bulletin  4,  item  19a — F.  P.  C. 
Acct.  395. 

The  license  for  the  project  is  dated  January  21,  1930, 
I  from  which  date  pre-operation  charges  have  been  paid  to 
the  Federal  Power  Commission  as  follows,  on  the  basis  of 
82,000  H.  P.  at  2  cents  per  H.  P. : 


For  period  Jan.  21  to  Dec.  31, 1930....  $1,550.14 

For  year  1931 .  1,640.00 

For  year  1932 .  1,640.00 

$4,830.14 
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This  amount  is  suspended  as  the  allowable  portion  thereof 
is  dependent  upon  such  construction  period  as  may  be  ap¬ 
proved  by  the  Commission  for  the  purpose  of  “Interest 
during  construction.” 

0.  State  of  Washington  License  Fees,  $1,922.49. 

Summary  line  B  19 — Part  of  Bulletin  4,  item  19d — 
F.  P.  C.  Acct.  395. 

State  license  fees  for  the  years  1931  and  1932  were  paid 
by  the  licensee  during  the  postlicense  period.  The  fee  for 
1931  was  at  one  half  of  the  full  rates,  as  the  project  was 
considered  in  the  construction  stage.  The  project  was  con¬ 
sidered  20%  developed  for  the  year  1932  and  accordingly 
20%  of  the  fee  was  charged  at  full  rates  and  the  balance  at 
one  half  of  the  full  rates. 


For  the  year  1931 : 

1,000  H.  P.  at  .05 .  $  50.00 

9,000  H.  P.  “  .01 .  90.00 

132,045  H.  P.  “  .005 .  660.22 

$  800.22 

For  the  year  1932 : 

At  full  rates 

1,000  H.  P.  at  .10 .  $  100.00 

9,000  H.  P.  “  .02 .  180.00 

18,409  H.  P.  “  .01 . 184.09 

At  one-half  of  full  rates 

1,000  H.  P.  at  .05 .  50.00 

9,000  “  “  .01 .  90.00 

103,636  “  “  .005 .  518.18 

$1,122.27 


This  item  is  in  the  category  of  charges  dependent  upon 
such  construction  period  as  may  be  allowed  by  the  Com¬ 
mission. 
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P.  Cost  of  Operating  Project .  $35,422.82 

Less :  Credit  for  Power  Produced  by 

Project  .  22,416.98 

Net  Suspension .  $13,005.84 


Summary  lines  B  20  and  B  21 — Operating  project  is  in 
Bulletin  4,  item  2  (material,  etc.,  $4,712.22)  and  item  4 
(labor  $30,710.60)  and  gross  credit  for  power  is  in  Bulletin 
i  4,  item  20 — The  former  is  shown  in  F.  P.  C.  Acct.  396c  and 
the  latter  in  the  F.  P.  C.  Acct.  396a. 

PEL  p.  1826]  This  is  another  item  which  is  dependent  upon 
!  such  construction  period  as  may  be  allowed  by  the  Commis- 
i  sion  and,  pending  this  determination,  is  suspended  in  its 
entirety.  The  monthly  totals  follow: 


Oct.  1931 
Nov. 

Cost  of 
Preliminary 
Operation  as 
Recorded 

Dec. 

$  3,136.77 

Jan.  1932 

2,244.43 

Feb. 

1,757.63 

Mar. 

2,598.28 

Apr. 

2,704.33 

Mav 

w 

2,563.39 

June 

2,508.98 

July 

2,600.95 

Aug. 

3,659.80 

Sept. 

2,591.18 

Oct. 

1,928.38 

Nov. 

2,117.87 

Dec. 

2,428.20 

Jan.  1933 

2,156.21 

Feb. 

1,109.79 

Mar. 

(489.52) 

Apr. 

(193.85) 

$35,422.82 

Credit  for  Power 


Amt  at 

3  Mills 

K.W.H. 

K.W.H. 

410,000 

$  1,230.00 

1,571,120 

4,713.36 

453,240 

1,359.72 

167,160 

501.48 

358,260 

1,074.78 

232,600 

697.80 

233,120 

699.36 

237,680 

713.04 

227,800 

683.40 

251,960 

755.88 

254,434 

763.30 

1,338,486 

4,015.46 

607,426 

1,822.28 

589, 53S 

1,768.61 

539,503 

1,618.51 

7,472,327 

$22,416.98 
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The  monthly  totals  for  preliminary  operation  of  the  plant 
given  above  are  as  shown  in  the  contractor’s  construction 
ledger  account  585  B  “Plant  operation”.  For  the  most  part 
these  expenditures  were  recorded  in  the  ledger  the  month 
following  the  performance  of  the  work.  A  more  equitable 
monthly  comparison  of  expenditures  to  credits  for  power 
would  be  secured  by  setting  back  each  monthly  total  of  the 
former  one  month.  The  credit  adjustments  for  March  and 
April,  1933,  affect  various  months  and,  therefore,  could 
equitably  be  spread  back  in  the  monthly  ratios  of  the  Drs. 

The  cost  of  operating  the  project  during  the  claimed  con¬ 
struction  period,  $35,422.82,  was  analyzed  by  the  examiner 
and  details  thereof  are  shown  in  the  working  papers. 
The  matter  of  credit  for  power  produced  was  referred  to 
the  Chief  of  Engineers  of  the  War  Department  who  con¬ 
curred  in  the  recommendation  of  his  District  Engineer, 
Seattle,  Washington  that  the  rate  of  3  mills  per  K.W.H.  be 
approved.  See  latter  :s  report  dated  May  13,  1933  and 
licensee’s  letters  of  May  3, 1933  therein  referred  to. 

The  only  phase  of  this  operating  cost  now  questioned 
by  the  examiner  is  the  extent  to  which  it  may  go  beyond 
the  operative  date,  or  dates,  to  be  determined  by  the  Com¬ 
mission. 

Schedule  “4-A”  of  licensee’s  “Initial  Statement”  of 
project  cost  shows  the  K.W.H.  generated  by  months.  The 
reports  submitted  by  the  District  Engineer,  Seattle,  Wash¬ 
ington  [R.  p.  1827]  show  the  production  by  days,  classified. 
Attention  is  directed  to  the  fact  that  the  credit  for  power 
at  3  mills  per  K.W.H.  is  based  on  the  production  actually 
utilized  (7,472,327  K.W.H.)  by  Puget  Sound  Power  &  Light 
Company  as  shown  in  Column  “C”  of  licensee’s  Schedule 
“4-A”,  whereas  “K.W.H.  delivered  to  P.S.P.  &  L.  Com¬ 
pany  system”  as  shown  in  Column  “B”  of  the  same 
schedule  total  17,417,000  K.W.H.  This  is  explained  in  the 
District  Engineer’s  reports. 
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Q.  Taxes  During  Construction,  $83,885.77 

Summary  line  B  22 — Bulletin  4,  item  15 — F.P.C.  Acct. 
393. 

Taxes  during  construction  appear  only  in  the  claimed 
postlicense  cost.  They  were  paid  by  Stone  &  Webster  Engi¬ 
neering  Corporation,  the  contractor,  and  charged  to  con¬ 
struction  ledger  account  511  D  “ Taxes.* *  An  analysis  of 
the  account  is  contained  in  the  examiner’s  working  papers. 
The  item  is  questioned  by  the  examiner  only  to  the  extent 
that  it  may  be  found  to  cover  a  longer  period  than  the 
Commission  may  allow  as  a  construction  period  for  the 
purpose  of  interest,  taxes,  and  kindred  charges. 

!  This  amount  includes  taxes  on  project  lands,  construc¬ 
tion  equipment,  and  project  construction  work  in  progress, 
the  charges  by  months  being  as  follows : 


On 

On 

i 

On 

Construction 

Project 

i 

Total 

Land 

Equipment 

Construction 

For  Tear 

Apr.  1931 

3.475.95 

3,475.95 

1930 

May 

3.329.52 

3,329.52 

44 

June 

(1.76) 

(1.76) 

44 

July 

50.43 

50.43 

1929 

Aug. 

(214.79) 

(214.79) 

1930 

44 

(525.00) 

(525.00) 

44 

Dec 

11.49 

11.49 

1928-1929 

Mar.  1932 

3.055.58 

3,055.58 

1931 

M 

1.18 

1.18 

1930 

Apr. 

22.52 

22.52 

1931 

.June 

(2.046.04) 

(2,046.04) 

1930 

44 

(2,350.83) 

(2,350.83) 

1931 

Aug. 

11.390.00 

1,790.00 

9,600.00 

1931— 1st  hall 

Oct 

(69.74) 

(69.74) 

44 

Dec 

11.390.00 

1,790.00 

9,600.00 

“  —2nd  half 

Feb.  1933 

144.69 

144.69 

1929 

Apr. 

28.093.85 

725.62 

27,36822 

1932— 1st  half 

May 

2.573.37 

2,573.37 

44  44  44 

44 

30.666.49 

2.572.65 

725.63 

27,3682 ' 

44  _  U  44 

44  1 

(5.111.14) 

(428.83) 

(120.94) 

(4.56U>; 

“  — last  ma 

83.885.77 

6.124.44 

8.386.26 

69,375.07 

The  entries  designated  “A”  are  transfers  to  project 
orchard  operations.  The  total  taxes  claimed  as  applicable 
to  orchard  and  other  lands  from  which  income  was  received 
total  $7,246.55  and  are  separately  shown  in  connection  with 
the  suspension  of  all  expense  and  income  for  such  lands. 
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The  entry  designated  “B”  above  eliminated  from  con¬ 
struction  cost  one-twelfth  of  the  taxes  for  the  year  1932  for  • 
the  reason  that  licensee’s  tax  year  ends  March  1  and  the 
operative  date  as  claimed  is  February  1, 1933. 

[R.  p.  1828]  R.  Interest  during  construction  $1,662,363.69. 

Summary  line  B  23 — Part  of  Bulletin  4,  item  18 — 
F.  P.  C.  Acct.  394a. 

Claimed  postlicense  interest  during  construction,  total¬ 
ing  $1,662,363,69  is  computed  at  the  rate  of  6%  per  annum, 
compounded  semi-annually,  for  the  period  January  1,  1930 
to  January  31,  1933,  inclusive,  or  3  years  and  1  month. 
The  greater  part  of  the  licensee’s  project  expenditures  were 
advances  to  Stone  &  Webster  Engineering  Corporation,  the 
contractor,  and  on  these  interest  is  claimed  from  the  actual 
dates  on  which  the  advances  were  made.  These  advances 
comprised  the  project  working  funds  of  the  contractor  for 
the  payment  of  payrolls  and  invoices  for  material,  supplies, 
engineering,  etc.  Such  interest  as  was  earned  by  the  con-  j 
tractor  on  the  unexpended  balances  of  these  funds  in  bank 
from  day  to  day  was  credited  to  the  cost  of  the  project  as 
a  reduction  of  interest  during  construction.  On  charges  of 
the  licensee  which  did  not  clear  through  the  contractor,  [ 
interest  is  claimed  from  the  first  day  of  the  month  following. 

The  contractor  proceeded  with  active  construction  of  the 
project  immediately  upon  issuance  of  the  license,  January  j 
21,  1930.  For  the  purpose  of  computing  interest  during 
construction  the  licensee  has  used  January  1,  1930  as  the 
close  of  the  prelicense  period  and  the  beginning  of  the 
postlicense  period.  In  this  the  examiner  concurs. 

The  derivation  of  funds  for  construction  of  the  project 
hydro  plant  is  explained  by  the  licensee  in  its  ‘‘Initial 
statement”  of  cost  as  follows: 

“During  the  period  that  the  license  was  held  by 
Washington  Electric  Company  all  of  the  financing 
of  the  cost  of  the  construction  of  the  project  property 
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was  accomplished  by  advances  from  Puget  Sound 
Power  &  Light  Company,  the  parent  company.  Inter¬ 
est  on  these  advances  was  charged  for  at  the  rate 
of  6%  per  annum  compounded  semi-annually. 

!  “Subsequent  to  the  transfer  of  the  license  from 

Washington  Electric  Company  to  the  Puget  Sound 
!  Power  &  Light  Company,  treasury  funds  were  used 

for  the  construction  of  the  project  property,  these 
funds  having  been  obtained  partly  from  earnings  and 
partly  from  the  sale  of  securities  or  short  term  bor¬ 
rowings.  ’  ’ 

Washington  Electric  Company  was  at  that  time,  and  still 
is,  a  subsidiary  of  Puget  Sound  Power  &  Light  Company. 
The  funds  for  project  expenditures  were  secured  from 
financing  by  the  latter  company  (bonds,  preferred  stock, 
i  common  stock,  notes  and  bank  borrowings)  and  from  its 
earnings.  During  the  years  1930, 1931  and  1932  (postlicense 
period)  the  project  constituted  the  greater  part  of  the  com- 
i  pany’s  construction  program  but  so  far  as  the  examiner 
i  could  determine,  no  specific  items  of  financing  during  this 
i  time  were  set  aside  to  provide  funds  exclusively  for  project 
construction.  Proceeds  from  sales  of  bonds  and  stocks 
were  used  to  retire  maturing  obligations,  refinance  at  lower 
rates,  pay  off  short  term  notes  and  bank  loans  and  for  con¬ 
struction  purposes  in  general.  [R.  p.  1829]  Information 
as  to  the  cost  of  this  general  financing  is  contained  in  the 
examiner’s  working  papers. 

The  Commission  requested  the  Chief  of  Engineers,  War 
Dept,  to  pass  upon  the  date  (February  1,  -1933)  used  by  the 
licensee  for  stopping  its  accrual  of  interest  during  construc- 
i  tion.  The  matter  was  in  turn  referred  to  the  District  Engi¬ 
neer  of  the  War  Dept,  at  Seattle,  Wash,  who  made  an  in- 
i  vestigation  and  submitted  a  report  with  recommendations 
i  for  the  use  of  operative  dates  which  are  earlier  than  the 
date  of  February  1, 1933  used  by  licensee.  This  report  was 
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transmitted  by  the  Chief  of  Engineers,  War  Dept,  to  tbe 
Commission.  Tbe  report  also  shows  that  the  District  Engi¬ 
neer  informed  the  licensee  of  his  views  on  this  matter  and 
on  May  20,  1933  the  licensee  replied  by  letter,  from  which 
the  following  is  quoted : 

“While  we  are  anxious  to  cooperate  with  you  to  the 
fullest  extent,  to  the  end  that  the  final  cost  report  of 
the  project  may  be  completed,  filed  and  approved,  we 
believe  the  date  of  the  commercial  operation  of  the 
project  as  established  is  correct,  and  therefore,  we 
cannot  agree  with  you  upon  any  other  date  or  dates.’ ’ 

The  project  as  it  exists  has  four  main  generating  units  of 
21,000  H.P.  capacity  each  and  is  referred  to  in  the  license 
which  is  dated  January  21,  1930,  as  the  initial  installation. 
Article  6  of  the  license  states : 

“Subject  to  the  provisions  of  Section  13  of  the  Act, 
the  Licensee  shall  begin  construction  of  said  project 
works  within  one  (1)  year  from  the  date  of  the  issu¬ 
ance  hereof;  shall  in  good  faith  and  with  due  dili-  | 
gence  prosecute  such  construction  and  shall  complete 
the  initial  installation  of  84,000  H.P.  within  three  (3) 
years  from  said  date;  and  shall  raise  the  dam  and  j 
install  additional  power-generating  machinery  of 
such  capacity  and  at  such  time  as  the  market  for 
power  may  justify  and  the  Commission  may  direct.” 

The  contractor  began  construction  of  the  project  under  a 
schedule  which  was  directed  at  completion  not  later  than 
August  1, 1932,  the  date  set  by  the  licensee  for  taking  over 
the  plant  as  part  of  its  firm  power  supply.  River  conditions 
during  the  year  1930  proved  favorable  for  this  type  of  con¬ 
struction  and  enabled  the  contractor  to  get  ahead  of  its 
schedule.  In  order  to  maintain  this  rate  of  progress  and 
to  avoid  carrying  over  the  east  channel  cofferdams  another  j 
season  the  manufacturer  of  the  turbines  ( Allis-Chalmers  I 
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Mfg.  Co.)  was  called  upon  in  November  1930  to  deliver  the 
speed  ring  assemblies,  pit  liners  and  manhole  covers  and 
frames  from  one  to  one  and  one-half  months  earlier  than 
|  contracted  for  and  an  “ extra”  of  $3500.00  was  allowed  the 
i  manufacturer  therefor.  In  the  early  part  of  1931  it  appeared 
that  the  project  could  be  completed  several  months  before 
i  August  1,  1932.  River  conditions  during  the  summer  flood 
!  season  of  1931  were  very  favorable,  as  had  been  the  case 
the  previous  year.  However,  it  was  decided  to  slow  up  the 
remaining  work  with  a  [R.  p.  1830]  view  to  completion  not 
earlier  than  August  1, 1932.  Accordingly,  in  the  summer  of 
1931  Allis-Chalmers  Manufacturing  Company  was  instructed 
i  to  defer  shipment  of  the  balance  of  the  parts  for  turbines 
l  Nos.  3  and  4  and  General  Electric  Company  was  instructed 
to  postpone  the  delivery  of  generators  Nos.  3  and  4.  In  the 
latter  part  of  1931,  when  the  general  business  depression 
was  becoming  intense,  it  was  decided  to  again  revise  the 
i  construction  schedule  so  as  to  defer  completion  of  the  proj¬ 
ect  from  August  1,  1932  to  January  1,  1933.  The  shipping 
instructions  subsequently  given  to  Allis-Chalmers  Manufac¬ 
turing  Company  and  General  Electric  Company  covering 
parts  for  units  3  and  4,  then  being  held  at  their  plants,  were 
on  the  basis  of  units  Nos.  3  and  4  becoming  available  for 
commercial  load  on  January  1,  1933  and  October  1,  1932, 
respectfully.  The  entire  project  was  taken  over  by  the  li¬ 
censee  from  the  contractor  on  February  1, 1933  and  interest 
claimed  thereto.  Production  of  the  several  generating  units 
by  days  prior  to  February  1,  1933  is  shown  in  the  District 
Engineer’s  report.  The  licensee,  on  March  26,  1934,  wrote 
to  the  examiner,  in  answer  to  the  latter’s  verbal  request, 
setting  forth  in  detail  the  serious  financial  and  other  prob- 
i  lems  which  beset  the  company  during  the  general  business 
depression  in  1931  and  1932  and  giving  the  reasons  for 
prolonging  completion  of  the  project  to  the  end  of  the  con¬ 
struction  period  of  three  years  (January  21,  1933)  stipu¬ 
lated  in  the  license.  A  copy  of  this  letter  follows : 
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[R.  p.  1831]  Puget  Sound  Power  &  Light  Company 

806  Stuart  Building 
Seattle,  Washington 
March  26,  1934 


Mr.  A.  R.  Safeblade, 

807  Public  Service  Building, 

Portland,  Oregon. 

Dear  Mr.  Safeblade: 

In  accordance  with  our  conversation  at  the  time  you 
completed  examination  of  the  Rock  Island  cost  records  we 
are  submitting  herewith  the  following  pertinent  informa¬ 
tion  relative  to  the  construction  schedule  followed  in  the 
development  of  the  initial  installation  of  that  project. 

For  many  years  past,  and  up  until  the  present  economic 
depression  so  seriously  affected  general  business,  the  load 
of  this  company  had  shown  a  constant  growth.  A  compre¬ 
hensive  study  of  the  Company’s  power  requirements,  made 
during  the  winter  of  1927-1928,  clearly  indicated  that  in 
order  to  most  economically  provide  ample  capacity  to  sat¬ 
isfactorily  serve  its  growing  business  and  meet  its  service 
responsibility  to  existing  and  new  customers,  the  Company 
should  at  an  early  date  develop  another  major  hydro¬ 
electric  plant  as  a  part  of  its  general  power  system.  A 
failure  on  the  part  of  the  Company  to  timely  provide  ade¬ 
quate  capacity  for  the  rapidly  growing  power  requirements 
of  its  customers  and  the  territory  served  would  result  in 
great  economic  loss  to  its  customers  and  to  all  the  people. 

An  initial  report  on  the  Rock  Island  project  was  made 
in  1927.  Study  of  the  project  was  continued  during  1928 
and  on  December  13  of  that  year  an  application  for  prelimi¬ 
nary  permit  was  filed  with  the  Federal  Power  Commission. 
Also,  investigations  were  started  consisting  of  extensive 
drilling  at  the  site  to  determine  whether  a  suitable  founda¬ 
tion  for  a  dam  was  available,  survey  to  determine  the  effect 
of  backwater  on  the  riparian  lands,  and  the  securing  of 
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i  options  to  purchase  these  lands,  and  preliminary  design 
and  cost  estimates  of  the  structures  required  for  the  devel¬ 
opment. 

With  this  data  available,  comparisons  were  made  of  the 
relative  costs  and  advantages  of  various  other  proposed 
developments,  and  full  consideration  was  given  to  the  pur¬ 
chased  power  possibilities.  The  problem  was  carefully 
considered  by  as  expert  and  competent  a  group  of  engineers 
and  operators  as  could  be  assembled,  consisting  of  men  of 
long  and  successful  training  in  such  work  who  were  also 
i  fully  conversant  with  the  load  characteristics  and  other 
factors  peculiar  to  this  territory. 

All  of  this  study  and  investigation  was  prosecuted  with 
i  the  utmost  diligence  as  there  was  every  indication  that 
with  the  load  growth  then  taking  place,  and  even  with  nor- 
i  mal  water  conditions,  a  large  number  of  kilowatt  hours 
would  be  needed  during  the  normal  dry  months  of  Septem¬ 
ber  and  October,  1932,  and  additional  firm  capacity  needed 
to  care  for  the  winter  peak  load  of  1932-1933.  Therefore,  a 
decision  was  reached  to  proceed  with  the  construction  of 
the  Rock  Island  project  as  rapidly  as  practicable  and  if 
possible  have  it  available  for  service  by  August,  1932. 
While,  based  on  the  forecasted  load,  the  capacity  of  the 
i  proposed  plant  would  not  be  absolutely  essential  to  the 
Company’s  system  until  November  or  December,  1932, 
to  meet  its  annual  peak  load,  if  construction  could  be 
1  advanced  so  as  to  make  the  plant  available  by  August,  1932, 
the  Company  would  save  a  considerable  sum  of  money  by 
taking  deficiency  kilowatt  hours  therefrom,  during  the 
normal  dry  season,  rather  than  to  manufacture  them  by 
steam  or  purchase  them. 

The  Federal  Power  Commission  license  on  the  Rock 
'  Island  project  was  accepted  by  the  Company  on  January 
I  17, 1930,  and  the  contractor  was  authorized  to  proceed  with 
the  construction  work  on  the  project  on  January  19, 1930. 

As  compared  with  other  possible  developments,  the  Rock 
Island  project  had  many  advantageous  features  from  the 
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Company’s  standpoint,  some  of  which  are  mentioned  here¬ 
with.  An  initial  unit  could  be  installed  of  sufficient  capac¬ 
ity  and  at  a  reasonable  cost  to  meet  the  anticipated  needs 
of  the  Company,  and  additional  capacities  could  be  installed 
at  [R.  p.  1832]  relatively  small  incremental  cost  to  more 
than  twice  the  capacity  of  the  initial  unit,  the  over-all  cost 
of  the  ultimate  development  being  a  very  favorable  figure. 

Due  to  its  location  on  the  Columbia  River,  the  character¬ 
istics  of  stream  flow  are  such  that  the  maximum  capacity  is 
available  at  the  time  of  lowest  capacity  of  existing  hydro 
plants  located  on  the  west  side  of  the  Cascades,  thus  mak¬ 
ing  prime,  through  diversity,  capacity  which  in  both  groups 
of  plants,  if  not  inter-connected,  would  be  otherwise  sec¬ 
ondary. 

A  substantial  market  for  power,  then  being  served  over 
a  single  circuit,  130-mile  transmission  line,  was  available 
adjacent  to  the  project,  and  the  site  of  the  plant  was  in 
close  proximity  to  this  existing  transmission  line  con¬ 
necting  with  the  Company’s  general  power  system. 

While  riparian  lands  included  certain  areas  of  valuable 
orchard  property,  the  total  overall  investment  required 
appeared  reasonable,  particularly  because  of  the  close 
cooperation  and  assistance  of  local  civic  organizations. 
There  were  no  expensive  storage  basins  to  be  purchased 
and  cleared. 

At  the  point  of  development  the  Columbia  River  is 
divided  into  two  channels  by  an  island,  so-called  “Rock 
Island  ’  ’.  This  natural  feature  permitted  a  diversion  scheme 
of  unwatering  one  channel,  building  the  structures  above 
high  water;  then  reversing  the  process  by  diverting  the 
river  through  the  openings  in  the  completed  section  to  per¬ 
mit  the  remainder  of  the  dam  to  be  built.  The  proper 
scheduling  and  timing  of  these  operations,  would  result 
in  a  tremendous  saving  in  cofferdam  construction  and  elimi¬ 
nate  considerable  cofferdam  risk. 

The  Columbia  is  one  of  the  largest  streams  in  the 
United  States,  with  a  remarkably  well  sustained  flow  due 
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I  principally  to  its  drainage  of  a  large  area  of  the  Rocky 
Mountains  in  both  the  United  States  and  Canada.  The  mini- 
i  mum  flow  at  the  site,  based  upon  available  records,  is 
i  about  21,000  c.f.s.  and  the  maximum  recorded  flow,  which 
occurred  in  1894,  was  estimated  at  740,000  c.f.s.  The  season 
of  low  flows  is  the  late  winter,  the  flood  beginning  in  the 
early  summer  with  the  melting  of  snow  in  the  mountains. 

The  regularity  of  seasonal  variations  in  river  flow,  while 
advantageous  in  many  respects,  necessitated  the  careful 
scheduling  of  construction  operations  and  especially  those 
involving  river  diversions.  A  construction  program  was 
I  laid  out  to  take  maximum  advantage  of  seasonal  variations 
in  river  flow  so  as  to  bring  the  plant  to  completion  at  the 
!  earliest  possible  date  and,  if  possible,  by  August,  1932. 

The  power  house  was  to  be  located  on  the  east  channel 
of  the  river  and  hence  it  was  planned  to  build  the  first 
i  cofferdam  here  in  order  that  work  on  this  structure  could 
proceed.  The  construction  schedule  adopted  contemplated 
only  the  placing  of  the  bases  of  the  main  cofferdam  across 
i  an  exceptionally  deep  channel  prior  to  the  flood  of  1930. 
i  This  procedure  seemed  justified  in  a  stream  with  floods 
of  such  magnitude,  even  though  it  would  necessitate  more 
concentrated  effort  subsequent  to  the  flood  of  that  year, 
with  consequent  reduced  efficiency  of  labor. 

After  construction  started,  study  of  the  cofferdam  prob- 
I  lem,  in  conjunction  with  all  available  records  for  the  period, 
indicated  the  possibility  of  completing  the  entire  east 
channel  cofferdam  to  within  ten  feet  of  the  top  prior  to  the 
flood  of  1930  without  too  great  a  risk.  This  procedure  was 
followed  and  the  results  amply  justified  the  decision 
through  more  uniform  labor  force,  with  increased  efficiency 
i  and  the  attendant  savings  in  cost,  even  though  it  was  neces¬ 
sary  to  slightly  increase  commitments  for  machinery 
through  advanced  schedules  for  certain  of  it  after  the  con¬ 
tracts  were  placed. 

It  should  be  pointed  out  here  that  this  advance  in  the 
i  construction  schedule  to  take  advantage  of  the  river  flow, 
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while  it  involved  some  risk,  greatly  expedited  the  possible 
completion  date  of  the  project.  Had  the  cofferdam  failed 
during  the  flood  period,  the  construction  program  might  well 
have  been  delayed  by  as  much  as  a  full  year. 

Immediately  upon  recession  of  the  flood  in  August  1930, 
the,  east  channel  cofferdam  was  raised  to  its  ultimate  height 
and  the  enclosed  area  unwatered  by  September  1.  The 
ensuing  six  months  were  devoted  to  construction  opera¬ 
tions  on  the  permanent  structures  in  this  area  to  an  eleva¬ 
tion  above  the  influence  of  normal  floods. 

[E.  p.  1833]  Following  the  success  of  the  cofferdam  opera¬ 
tions  in  the  east  channel,  similar  procedure  was  adopted  for 
the  west  channel  cofferdam  and  work  was  started  thereon 
early  in  February  1931,  after  removing  the  cofferdams  and 
diverting  the  flow  of  the  river  over  the  permanent  work 
on  the  east  side.  This  work  was  prosecuted  at  maximum 
speed  and  the  entire  west  cofferdam  base  was  completed 
by  March  1931. 

The  high  water  period  of  1931  was  devoted  to  con¬ 
structing  the  power  house  superstructure  starting  installa¬ 
tion  of  machinery  and  various  other  interrelated  items  of 
work,  and  on  August  1, 1931,  cofferdam  construction  on  the 
west  channel  was  resumed.  Early  in  September,  1931,  dam 
foundations  were  started  in  the  west  channel  and  by  Febru¬ 
ary  1932  that  section  of  the  dam  was  completed  to  the  point 
of  removal  of  the  cofferdam. 

Due  to  the  change  in  the  cofferdam  procedure  at  the 
start  of  the  work,  the  construction  schedule  was  consider¬ 
ably  advanced  and  proceeded  in  an  orderly  and  efficient 
manner  and  indicated  that  one  or  two  units  might  be  ready 
for  initial  test  in  the  fall  of  1931,  and  if  so,  some  kilowatt 
hours  might  be  available  to  the  company’s  general  power 
system  during  the  period  of  those  tests. 

While  there  appeared  to  be  no  need  for  power  at  that 
time  which  could  not  be  met  from  existing  sources,  it  seemed 
desirable  to  make  use  of  any  kilowatt  hours  that  might  be 
produced  by  the  new  plant  during  the  test  period  and  prior 
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to  completion,  in  so  far  as  they  were  useful  in  the  Com¬ 
pany's  general  power  system,  thereby  avoiding  the  neces¬ 
sity  of  making  such  kilowatt  hours  by  steam  or  purchasing 
them.  It  seemed  proper  that  the  value  of  any  useful  kilo¬ 
watt  hours  produced  during  the  test  period  and  prior  to 
completion  should  be  credited  to  the  cost  of  the  project. 
A  letter,  dated  January  16,  1931,  was  therefore  sent  to  the 
contractor  advising  that  the  company  would  take  any  inter¬ 
mittent  energy  supplied  by  the  project  prior  to  August  1. 

1 1932,  that  it  could  economically  use  in  its  system,  and  would 
credit  the  cost  of  the  project  therefor  at  the  incremental 
cost  of  producing  similar  energy  by  steam.  A  copy  of  this 
letter  is  attached  hereto. 

During  the  first  eleven  months  of  1930  the  load  and  earn¬ 
ings  of  the  company  continued  to  increase  so  that  up  to 
December  of  that  year  there  were  no  apparent  indications 
of  the  severity  of  the  depression.  Three  months  later,  in 
March  1931,  the  Company's  load  dropped  to  its  1929  level. 
Although  the  Company  recognized  the  possibility  of  a  con¬ 
tinued  depression  and  prepared  to  meet  it,  it  did  not  foresee 
the  severity  and  extent  to  which  the  depression  later  devel¬ 
oped.  Based  on  experience  during  previous  cycles  of  de¬ 
pression  and  upon  the  then  prevailing  prophecies  of  vari¬ 
ous  economic  authorities,  including  those  of  the  Federal 
administration,  as  to  the  probable  duration  of  the  depres¬ 
sion,  it  appeared  that  general  business  might  well  return  to 
a  normal  level  before  the  completion  of  the  construction 
period  of  the  plant  and  that  upon  recovery,  subsequent 
power  demand  would  require  the  capacity  to  be  provided 
at  Rock  Island. 

While  construction  was  continued  in  1931  as  scheduled, 
i  in  December  of  that  year  it  became  apparent  that  the  Com¬ 
pany  would  not  call  upon  the  Rock  Island  plant  for  the 
power  it  had  previously  planned  to  use  in  August  1932 
because  of  the  drastic  decrease  in  load  resulting  from  the 
continuation  of  the  general  business  depression.  Also,  dur- 
|ing  the  latter  part  of  1931  the  world  economic  depression 
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had  so  affected  the  general  securities  market  that  long  term 
financing  could  not  be  accomplished  on  any  reasonable  cost 
basis  and  there  was  little,  if  any,  prospect  for  improvement 
in  the  market,  if  the  depression  continued.  Therefore,  the 
financing  of  the  construction  program  at  Bock  Island 
became  an  extremely  important  problem;  if  continued, 
funds  for  construction  apparently  had  to  be  secured  either 
from  current  income  of  the  Company,  from  bank  borrow¬ 
ings,  or  from  the  extension  of  credit  by  the  manufacturers 
of  equipment.  The  volume  of  funds  available  from  these 
sources  was  problematical  and  of  necessity  limited.  So  far 
as  the  Rock  Island  construction  program  was  concerned, 
the  Company  was  faced  with  three  courses : 

(a)  Completely  postpone  the  completion  of  the 
project,  or 

(b)  Defer  its  completion  within  the  period  per¬ 
mitted  by  the  license,  or 

(c)  Continue  on  the  original  construction  pro¬ 
gram  which  aimed  at  completion  by  August,  1932. 

In  view  of  the  general  condition  of  the  financial  market, 
the  tightening  up  of  credit  and  the  continuation  of  the 
decrease  in  the  Company’s  system  power  demand,  at  the 
close  of  1931  the  Company  was  confronted  with  an  imme¬ 
diate  decision  as  to  which  course  it  should  pursue. 

[R.  p.  1834]  The  unemployment  situation  in  the  North¬ 
west  was  severe  during  the  entire  winter  of  1931-1932  and 
all  industries  were  constantly  and  persistently  urged  to 
be  helpful  in  solving  it  and  in  alleviating  the  distress  and 
suffering  resulting  therefrom;  this  urge  emanating  from 
the  President  of  the  United  States  down  through  all  gov¬ 
ernmental,  civic  and  social  organizations.  For  this  reason 
the  Company  was  most  reluctant  to  consider  complete  post¬ 
ponement.  It  is  needless  to  point  out  that  to  have  closed 
down  the  work  with  the  then  force  of  1800  employees  would 
have  subjected  the  Company  to  much  adverse  criticism,  not 
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only  from  the  public  and  the  employees  but  from  the  na¬ 
tional  government  and  those  agencies  which  were  pro¬ 
viding  relief  for  those  without  work  or  sustenance. 

Furthermore,  all  structures  in  the  east  channels,  so  far 
as  construction  work  was  concerned,  were  practically  com¬ 
pleted  and  the  construction  of  the  west  channel  dam  was 
so  far  advanced  that  it  could  not  be  abandoned  without 
tremendous  risk  from  the  loss  of  cofferdams  and  other 
construction  work. 

After  full  consideration  of  all  phases  of  the  situation, 
including  the  effect  of  the  general  business  depression,  the 
impossibility  of  long  term  financing,  the  tightening  up  of 
credit,  expenditures  made  on  the  project  as  of  that  date, 
outstanding  commitments,  risks  involved  if  the  construc¬ 
tion  work  were  stopped  and  the  urgent  appeals  being  made 
to  industry  by  the  national  and  local  governments  and  by 
civic  and  social  organizations  to  continue  activities  in  order 
to  provide  as  much  work  as  possible  and  thus  help  to  main¬ 
tain  the  people’s  purchasing  power  and  morale,  the  Com¬ 
pany  could  only  reach  a  decision  to  proceed  with  the  con¬ 
struction  of  Rock  Island  but  with  a  minimum  force  and 
under  such  revised  and  slower  schedule  as  was  possible 
without  the  aid  of  long  term  financing  and  consistent  with 
completing  the  project  within  the  period  permitted  by  the 
license. 

Accordingly,  on  December  8, 1931,  the  Company  author¬ 
ized  the  contractor  to  proceed  with  the  work  and  arrange 
its  construction  schedule  so  that  it  could  be  carried  along 
in  the  most  orderly,  economical  and  efficient  manner  in 
keeping  with  its  nature  and  still  have  the  plant  completed 
within  the  time  specified  in  the  license.  This  instruction 
was  contained  in  letter  to  the  contractor  dated  December 
8,  1931,  a  copy  of  which  is  attached  hereto. 

In  compliance  with  the  Company’s  decision  a  new  con¬ 
struction  schedule  was  prepared  by  the  contractor  in  Jan¬ 
uary,  1932,  extending  the  dates  of  completion  on  all  remain¬ 
ing  items  of  work  vThich  could  be  retarded  without  loss  of 
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efficiency.  In  order  to  further  decrease  cash  expenditures, 
items  of  hydro  work,  totalling  nearly  $120,000,  were  indefi¬ 
nitely  deferred,  as  were  certain  major  construction  items 
involved  at  Beverly  Park  substation. 

As  soon  as  the  west  channel  dam  was  completed  and 
the  cofferdam  removed,  the  force  was  cut  to  a  minimum 
with  work  thereafter  largely  concentrated  on  finishing  the 
power  house  and  the  installation  of  the  generating  units 
and  accessories  thereto. 

In  addition,  tests  of  all  equipment  were  still  to  be  made 
and  it  early  became  evident  that  these  would  require  much 
more  time  than  the  usual  testing  period  or  than  had  been 
anticipated  on  account  of  the  size  and  the  several  new 
features  involved,  especially  in  the  water  wheels.  When 
Units  1  and  2  were  first  operated  the  vibration  set  up  in 
the  structure  due  to  certain  hydraulic  phenomena  indicated 
necessity  for  considerable  experimental  work  which  re¬ 
quired  months  before  corrective  measures  were  determined. 
Trouble  developed  in  the  water  wheel  hubs,  housing  the 
vane  operating  mechanism,  and  both  units  had  to  be  re¬ 
assembled  after  mechanical  changes.  Also,  in  the  gener¬ 
ator  tests,  there  were  failures  which  necessitated  disman¬ 
tling  and  extensive  work  by  the  manufacturers.  This  con¬ 
dition  likewise  obtained  on  the  second  two  units.  Corrective 
work  on  the  generators  and  other  power  plant  equipment 
and  construction  work  on  the  plant  was  not  completed 
until  after  January  31, 1933  and  at  no  time  throughout  the 
construction  period  was  the  plant  dependable  as  a  source 
of  firm  power. 

The  original  schedule  of  construction  contemplated  a 
very  rapid  rate  of  progress  and  under  normal  conditions 
such  procedure  is  desirable  in  the  interest  of  ultimate  econ¬ 
omy.  Here,  however,  under  the  influence  of  unprecedented 
conditions  not  within  the  control  of  the  Company,  circum¬ 
stances  dictated  a  change  in  the  program  which  was  abso¬ 
lutely  necessary  for  economic  reasons  and  desirable  from 
the  standpoint  of  general  social  welfare. 
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The  Commission  stipulated  a  license  period  of  three 
years  from  the  date  of  issuance  as  quoted  in  Article  6  of 
the  license  issued  January  21,  1930,  for  the  construction 
of  Project  943  (Rock  Island). 

“  Article  6.  Subject  to  the  provisions  of  Section  13 
of  the  Act,  the  Licensee  shall  begin  the  construc¬ 
tion  of  said  project  works  within  one  year  from  the 
,  date  of  the  issuance  hereof,  shall  in  good  faith  and 

with  due  diligence  prosecute  such  construction  and 
shall  complete  the  initial  installation  of  84,000  horse¬ 
power  within  three  (3)  years  from  said  date;  and 
shall  raise  the  dam  and  install  additional  power- 
generating  machinery  of  such  capacity  and  at  such 
time  as  the  market  for  power  may  justify  and  the 
Commission  may  direct.” 

[R.  p.  1835]  Faced  with  these  depressed  economic  condi¬ 
tions  involving  a  large  decrease  in  the  Company’s  load  and 
inability  to  do  long  term  financing,  and  with  a  large  invest- 
!  ment  already  made  in  the  uncompleted  project,  the  Com¬ 
pany  had  no  alternative  but  to  authorize  the  completion 
of  the  work  under  a  modified  program  which  could  he 
carried  on  without  sacrifice  of  effciencv  and  by  also  elimi- 
i  nating,  so  far  as  possible,  all  expenditures  for  features  not 
absolutely  necessary  or  essential  in  the  production  of 
power.  It  considered  that  the  period  of  three  years  for 
the  completion  of  the  initial  development  at  Rock  Island, 
as  set  forth  in  the  license  and  quoted  above,  was  a  reason- 
i  able  period  for  the  work  involved  and  that  the  Company 
was  fully  justified  in  extending  its  preliminary  completion 
date  to  the  completion  date  established  in  the  license  and 
in  the  inclusion  in  the  cost  of  the  project  all  expenditures 
arising  therefrom. 

In  granting  the  license  the  Commission  must  have 
!  taken  cognizance  of  market  conditions  and  assured  itself 
i  that  the  proposed  development  was  feasible  and  useful  in 
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the  territory  it  served.  Under  changed  conditions,  with 
the  development  of  the  business  depression,  which  seri¬ 
ously  curtailed  the  market  for  power  and  resulted  in  great 
excess  of  power  capacity  in  the  territory,  it  seems  reason¬ 
able  that  the  Company  was  well  justified  in  deferring  its 
construction  program  to  bring  the  project  to  completion 
at  the  date  fixed  by  the  license. 

The  company  feels  that  the  economic  conditions  which 
arose  after  construction  of  the  Rock  Island  project  was 
authorized  were  without  precedent  in  modern  times,  that 
construction  of  the  project  was  carried  on  with  reasonable 
continuity  and  due  diligence,  and  that  the  period  of  con¬ 
struction  of  three  years  was  relatively  short  when  com¬ 
pared  with  projects  of  the  same  magnitude. 

The  Classification  of  Accounts  adopted  by  the  Federal 
Power  Commission  defines  “Interest  During  Construc¬ 
tion”  as — 

“When  any  bonds,  notes,  or  other  evidences  of 
indebtedness  are  sold,  or  any  interest-bearing  debt 
is  incurred,  for  acquisition  or  construction  of  plant 
and  equipment,  the  interest  accruing  on  the  part 
of  the  debt  representing  cost  of  property  chargeable 
to  fixed  capital  accounts  (less  interest,  if  any,  al¬ 
lowed  on  unexpended  balances)  after  such  fund  be¬ 
comes  available  for  use  and  before  the  receipt  or 
the  completion  or  coming  into  service  of  the  prop¬ 
erty  so  acquired,  shall  be  included  in  this  account.” 

The  definition  of  “Interest  During  Construction”  in 
the  Classification  of  Accounts  adopted  by  the  Interstate 
Commerce  Commission  is  similar  in  language.  It  seems 
clear  that  the  intent  of  the  above  quoted  provisions  of  the 
classification  is  to  capitalize  Interest  During  Construction 
as  a  part  of  legitimate  cost,  up  to  the  completion  or  coming 
into  service  of  the  project  and  the  Company  so  construed 
it  in  the  keeping  of  its  cost  records  for  the  Rock  Island 
project. 
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To  summarize,  it  is  clear — 

1.  That  based  on  a  long  record  of  growth  of  the 
Company’s  load  prior  to  1928  the  development  of 
a  major  hy'iro  plant  was  economically  feasible  and 
warranted ; 

2.  That  based  on  the  then  existing  load  and  on 
a  comprehensive  load  forecast,  snch  a  development 
would  have  to  be  brought  into  service  by  the  end  of 
1932  if  the  existing  and  added  customers  of  the  Com¬ 
pany  were  to  be  adequately  served; 

3.  That  the  Company  after  thorough  investiga¬ 
tion  and  survey  by  competent  authorities  made  ap¬ 
plication  to  the  Federal  Power  Commission  for 
license  to  develop  the  Rock  Island  project,  and  after 
the  granting  of  said  license  by  the  Commission, 
proceeded  with  due  dilligence  and  in  good  faith  to 
construct  and  complete  the  initial  installation  there¬ 
of  by  such  time  as  it  appeared  that  the  output  could 
be  economically  used  in  its  general  power  system 
and  in  any  event  by  the  completion  date  fixed  by 
the  license; 

4.  That  the  unprecedented  general  business  de¬ 
pression  starting  in  the  fall  of  1929  had  by  the  end 
of  1931  so  severely  depressed  the  Company’s  load 
that  it  was  apparent  the  output  of  the  project  would 
not  be  needed  by  the  date  anticipated — August,  1932 ; 

5.  That  the  world  economic  depression  so  de¬ 
moralized  the  general  securities  market  that  long 
term  financing  could  not  be  done  on  any  reasonable 
cost  basis  and  credit  was  generally  restricted; 

[R.  p.  1836]  6.  That  a  serious  unemployment  situa¬ 
tion  developed  and  urgent  appeals  by  the  national 
and  local  governments  and  by  the  civic  and  social 
organizations  were  made  to  industry  to  continue 
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activities  in  order  to  provide  as  much  work  as  pos¬ 
sible  ; 

7.  That  as  a  result  of  these  devastating  condi¬ 
tions  the  Company  decided  to  continue  the  construc¬ 
tion  of  the  project,  but  on  a  revised  schedule  that 
would  bring  it  into  operation  at  the  completion  date 
as  fixed  by  the  license,  thus  doing  its  part  in  a  na¬ 
tional  emergency; 

8.  That  the  revised  schedule  of  construction  was 
prosecuted  with  due  diligence  and  in  good  faith  in 
the  interest  of  unemployment,  and  the  public  at 
large ; 

9.  That  during  the  test  period  and  prior  to  com¬ 
pletion  of  the  project  the  Company  took  all  the 
kilowatt  hours  produced,  which  could  be  economically 
used  in  its  general  power  system  and  credited  the 
cost  of  the  project  therefor  at  the  incremental  cost 
of  producing  such  kilowatt  hours  by  steam; 

10.  That  at  no  time  during  the  test  period  was 
the  plant  dependable  as  a  source  of  firm  power; 

11.  That  the  construction  of  the  initial  installa¬ 
tion  of  the  project  was  not  completed  until  January 
31,  1933,  at  which  time  it  was  put  into  service ; 

12.  That  the  economic  conditions  existing  during 
the  period  of  construction  were  beyond  the  control 
of  the  Company,  or  of  mankind; 

13.  That  the  construction  program  as  prosecuted 
by  the  Company  in  the  light  of  the  existing  ecomonic 
conditions  was  in  the  best  interest  of  its  customers 
and  of  all  of  the  people. 

It  seems  reasonable,  fair  and  just  that  the  Commission 
should  take  all  these  conditions  into  consideration  in  ap¬ 
proving  the  legitimate  cost  of  the  project. 
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If  you  desire  further  information  we  shall  be  glad  to 
furnish  it  upon  request. 

Yours  very  truly, 

(signed)  Frank  McLaughlin, 

President. 

•  •  •  •  • 


[R.  p.  1847]  Project  943,  Washington  (Rock  Island) 
Puget  Sound  Power  &  Light  Company 


Monthly  Totals  of  Suspended  Postlicense  Charges — 

Seattle  Charges 

F.P.C.  Pre.  State  of  Wash.  Credit  for 

Oper.  charges  License  Fees  Power 

Jan.  1930 
Feb. 

Mar. 

Apr. 

May 
June 
July 
Aug. 

Sept. 

Oct. 

Nov. 

Dec.  $1,550.14  $  800.22 

Jan. 1931 
Feb. 

Mar. 

Apr. 

May 


June 

July 

8,544.56 

Aug. 

3,300.83 

Sept. 

(900.39) 

Oct. 

Nov. 

($ 

1,230.00) 

(1,531.28) 

Dec. 

1,122.27  ( 

4,686.00) 

Jan.  1932 

1,640.00  ( 

1,387.08) 

Feb. 

( 

501.48) 

s.  &  w. 

Management 

$  1,557.37 
(183.50) 
686.93 
642.67 
2,051.42 

4.878.81 
3,562.55 
3,124.77 
1,802.99 
5,656.04 

5.266.82 
7,274.02 
8,948.69 
6,337.07 
5,827.46 
4,648.88 
1,552.93 
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Mar. 

( 

1,074.78) 

Apr. 

( 

697.80) 

May 

( 

699.36) 

June 

( 

713.04) 

July 

( 

683.40) 

Aug. 

( 

755.88) 

Sept. 

( 

763.30) 

Oct. 

( 

4,015.46) 

Nov. 

( 

1,822.28) 

Dec.  1,640.00 

( 

1,768.61) 

Jan.  1933 

( 

1,618.51) 

Feb. 

Mar. 

Apr. 

May 

Total  $4,830.14  $1,922.49  ($22,416.98)  $73,049.64 


•  *  •  #  • 

[R.  jx  1850] 

T.  Stone  &  Webster  Engineering  Corporation 
6y±%  Construction  Fee  $663,328.64 

Summary  line  B  25 — Bulletin  4  item  lOg — F.P.C.  Acct. 
390. 

Washington  Electric  Company,  the  then  licensee,  entered 
into  a  “Term  contract  for  engineering  and  construction” 
with  Stone  &  Webster  Engineering  Corporation  (S.  &  W.  E. 
Co.  Form  No.  A707)  dated  February  1,  1930  which  was 
accepted  in  writing  by  the  licensee  on  February  5, 1930  and 
made  effective  as  of  January  1, 1930.  By  this  contract  Stone 
&  Webster  Engineering  Corporation  agreed  to  perform 
engineering  and  construction  work  for  the  Washington  Elec¬ 
tric  Company,  which,  among  other  things,  included  hydro¬ 
electric  developments,  at  cost  plus  variable  percentage  fees 
depending  on  the  class  of  work.  The  term  of  the  contract 
was  three  years,  or  to  January  1,  1933.  As  of  the  date  of 
transfer  of  the  license  for  the  project,  or  June  30, 1931,  the 
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contract  was  taken  over  by  Puget  Sound  Power  &  Light 
Company  from  Washington  Electric  Company. 

This  fee  was  charged  in  accordance  with  the  schedule  of 
rates  of  compensation  shown  in  Section  VII  ‘ 1  Compensa¬ 
tion’  ’  of  Part  II 1  ‘Design  and  construction’ ’  of  the  contract. 
Water  power  developments  are  therein  listed  as  Class  “A” 
work  subject  to  the  highest  schedule  of  fees  ranging  from 
on  jobs  costing  $500,000.00  and  less,  downward  to 
5 ZA%  on  jobs  costing  over  $15,000,000.00.  A  fee  of  6%% 
is  shown  for  Class  “A”  work  costing  from  $10,000,000  to 
$15,000,000.  This  bracket  was  modified  by  letter,  from  the 
contractor  to  the  licensee  dated  February  3, 1930  to : 


614%  on  work  costing  $10,000,000.00  to  $12,500,000.00 
6  %  on  work  costing  $12,500,000.00  to  $15,000,000.00 
The  fee  of  $663,328.64  was  computed  as  follows : 

Total  of  contractor’s  charges  to  May  31,  1933, 
$12,456,640.57  less  this  fee  of  $663,328. 64 
Less  :  Fixed  fee  items : 


Land  and  rights 
“  fixed  fee 
Orchard  Operations 

“  “  fixed  fee 

Project  operation  during  construction 
fixed  fee 

Less:  Non-fee  items: 


($856,096.01) 
(  40,500.00) 
(  28,079.34) 
(  1,700.00) 

(  35,422.82) 
(  1,400.00) 


Estimated  salvage  value  of  const 
equipment  (  112,969.77) 

Estimated  salvage  value  of  surplus 
material  (  20,000.00) 

Taxes  (  83,885.77) 


$11,793,311.93 


Total  deductions 

Base  for  fee 
Fee  of  6J4%  on  $10,613,258.22 


($1,180,053.71) 

$10,613,25822 

663,328.64 


[E.  p.  1851]  It  is  not  thought  necessary  to  here  list  the  sev¬ 
eral  hundred  construction  accounts  comprising  the  fee  base 
of  $10,613,258.22  as  a  copy  of  the  detailed  trial  balance  of 
the  contractor’s  project  accounts  as  of  May  31, 1933  is  con¬ 
tained  in  the  examiner’s  working  papers  and  can  readily  be 
procured  for  reference. 

Stone  &  Webster  Engineering  Corporation  took  over  the 
engineering  and  construction  business  of  Stone  &  Webster, 
Inc.  as  of  July  1, 1928  for  which  purpose  it  was  created  as  a 
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subsidiary  of  the  latter.  Stone  &  Webster,  Inc.,  through 
Engineers  Public  Service  Company,  has  held  voting  stock 
control  of  the  licensee  since  April  7,  1930,  and  prior  to  that 
date  a  majority  of  the  officers  and/or  directors  of  licensee 
were  also  officers  and/or  directors  of  Stone  &  Webster,  Inc. 
It,  therefore,  appears  that  the  licensee  and  the  contractor 
were  under  common  control  throughout  the  entire  post¬ 
license  period  here  involved  in  which  this  construction  fee 
was  charged,  or  January  1, 1930  to  May  31,  1933  inclusive. 

The  examiner  suspends  this  fee  due  to  the  Commission’s 
disallowance  of  fees  in  other  cases  where  the  licensee  and 
the  contractor,  or  company  performing  this  service,  were 
found  to  be  under  common  control  (See  Opinion  No.  4  dated 
June  30, 1932 — Project  No.  S2  Alabama  Power  Co.  and  Opin-  | 
ion  No.  11  dated  October  31,  1933 — Project  No.  289  Louis-  | 
ville  Hydro-Electric  Co.). 

Although  the  extent  to  which  this  fee  represented  actual 
cost  could  not  accurately  be  determined  from  the  records 
examined,  the  examination  did  reveal  in  a  general  way  that 
no  specific  charges  were  made  by  the  contractor  for  certain 
supervision,  employment,  purchasing,  auditing  and  insur¬ 
ance  services  performed  by  its  Boston  office.  The  contract 
refers  to  the  fee  as  embracing  the  contractor’s  administra¬ 
tive  and  incidental  costs  and  profit.  A  copy  of  the  contract 
is  included  in  the  examiner’s  working  papers. 

[R.  p.  1852]  U.  Stone  &  Webster  Engineering  Corpora¬ 
tion  Fixed  Fees  $43,600.00. 

Summary  line  B  26 — Part  of  Bulletin  4  item  10  h — F. 
P.  C.  Acct.  390. 

By  letter  dated  February  14, 1931  from  Stone  &  Webster 
Engineering  Corporation,  contractor,  to  Washington  Elec¬ 
tric  Company,  the  then  licensee,  accepted  by  the  latter  in 
writing  on  February  19, 1931,  the  engineering  and  construc¬ 
tion  contract  between  these  parties,  which  became  effective 
January  1,  1930,  was  modified  to  allow  a  fixed  fee  of 


432 


(Excerpts  from  Preliminary  Accounting  Report.) 

$40,500.00  on  the  cost  of  “land,  rights-of-way,  easements 
or  other  rights”  acquired  or  to  be  acquired  by  the  contrac¬ 
tor  for  the  licensee’s  Rock  Island  project;  these  costs  to 
be  excluded  from  the  base  for  computing  the  61/4%  fee  for 
“Design  and  construction”.  In  other  words,  a  fixed  fee  of 
$40,500.00  was  agreed  upon  for  acquiring  land  and  rights 
in  lieu  of  a  percentage  fee  of  6Y4%  thereon.  In  the  com¬ 
putation  of  the  6V4%  fee  on  the  other  charges  of  the  con¬ 
tractor  a  total  of  $856,096.01  was  deducted  from  the  base 
as  representing  the  cost  of  land  and  rights  for  which  the 
fixed  fee  of  $40,500.00  was  paid.  At  the  rate  of  6V4%  a 
fee  of  $53,506.00  would  have  been  paid  on  $856,096.01  for 
land  and  rights.  The  change,  therefrom,  resulted  in  a  fee 
reduction  of  $13,006.00. 

By  letter  dated  May  20,  1933,  Puget  Sound  Power  & 
Light  Company,  the  present  licensee,  agreed  to  pay  Stone 
&  Webster  Engineering  Corporation,  the  contractor, 
$1,700.00  for  the  latter’s  services  in  connection  with  orchard 
operations,  and  by  letter  of  May  2,  1933  it  agreed  to  pay 
the  latter  $1,400.00  for  services  in  connection  with  opera¬ 
tion  of  the  plant  during  the  construction  period.  As  in  the 
case  of  land  and  rights,  the  claimed  costs  of  orchard  oper¬ 
ations  $28,079.34,  and  plant  operation  $35,422.82,  were  ex¬ 
cluded  from  the  base  upon  which  contractor’s  6%%  fee 
was  computed.  In  each  instance  the  fixed  fee  is  less  than 
6V4%  of  the  claimed  cost  of  the  item.  $3,100  as  against 
$4,230. 

These  fixed  fees  are  suspended  for  the  reason  that  licen¬ 
see  and  the  contractor  were  apparently  under  common  con¬ 
trol  during  the  period  here  involved  (January  1,  1930  to 
May  31,  1933)  as  explained  more  fully  in  connection  with 
the  preceding  suspension  of  contractor’s  percentage  fee. 
Copies  of  the  letters  referrred  to  above  are  attached  to  a 
copy  of  the  contract  among  the  examiner’s  working  papers. 
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[R.  p.  1853]  V.  Stone  &  Webster  Service  Corporation  Man¬ 
agement  Fees,  $73,049.64. 

Summary  line  B  28 — Part  of  Bulletin  4  item  lOh — F.  P. 
C.  Acct.  395. 

Washington  Electric  Company,  the  then  licensee,  entered 
into  a  contract  with  Stone  &  Webster  Service  Corporation 
(S.  &  W.  Form  No.  A706)  dated  February  4, 1930,  accepted 
by  the  licensee  in  writing  on  February  5,  1930,  and  made 
effective  as  of  January  1,  1930.  By  this  contract  Stone  & 
Webster  Service  Corporation  agreed  to  perform  1 4  Super¬ 
visory  and  general  services”  and  “special  services”  at 
various  rates  of  compensation  depending  upon  the  nature 
thereof.  Copy  of  this  contract  is  among  the  examiner’s 
working  papers. 

This  amount  of  $73,049.64  is  the  sum  of  proportions 
allocated  to  the  project  of  monthly  charges  by  Stone  & 
Webster  Service  Corporation  to  the  licensee,  under  para¬ 
graph  21  of  the  contract,  for: 

“The  investigation,  promotion  and  execution  of 
plans  for  the  development  of  the  properties  and 
growth  of  their  business  and  the  purchase  of  new 
properties  as  distinguished  from  operations.” 

The  charge  for  this  service  was : 

“1%  of  monthly  gross  charges  to  capital  asset  ac¬ 
counts  up  to  $100,000.00;  and  three  quarters  of  1% 
for  all  monthly  gross  charges  to  capital  asset 
accounts  in  excess  of  $100,000.00” 

The  following  is  quoted  from  the  report  of  directors  of 
Puget  Sound  Power  &  Light  Company  to  the  stockholders 
for  the  year  1931 : 

“As  you  know,  the  management  contract  with  Stone 
&  Webster  Service  Corporation  was  terminated  as 
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of  May  1,  1931,  and  the  responsibility  for  efficient 
and  satisfactory  management  placed  locally.” 

The  arrangement  with  Stone  &  Webster  Service  Corpora¬ 
tion  was,  however,  continued  until  July  31,  1931  but  the 
charges  for  May,  June  and  July  31,  1931  were  at  one  half 
of  the  rates  stipulated  in  the  contract,  and  quoted  above. 
(As  of  August  1, 1931  Puget  Sound  Power  &  Light  Company 
began  charging  construction  work  in  progress  2%  of  cost 
for  supervision,  or  general  and  administrative  expense, 
which  is  herein  separately  suspended  to  the  extent  that  it 
affected  the  project.) 

This  item  of  $73,049.64  is  suspended  for  the  same  reason 
as  Stone  &  Webster,  Inc.,  management  fees  charged  to  the 
prelicense  cost  of  the  project  which,  briefly  stated,  is  that 
the  company  performing  the  service  and  the  licensee  were 
apparently  under  common  control.  The  Commission  has 
held  that  where  such  a  condition  exists  the  charge  for  ser¬ 
vices  can  be  no  more  than  the  actual  cost  thereof  to  the 
service  company.  (See  Commission’s  Opinion  No.  11  dated 
October  31, 1933  on  the  cost  of  project  No.  289 — Louisville 
Hydro-Electric  Co.)  Stone  &  Webster  Service  Corporation 
is  a  wholly  owned  subsidiary  of  Stone  &  Webster,  Inc. 
Stone  &  [R.  p.  1854]  Webster,  Inc.  acquired  voting  stock 
control  of  licensee  through  Engineers  Public  Service  Com¬ 
pany  on  April  7, 1930.  Prior  to  that  date  a  majority  of  the 
officers  and/or  directors  of  the  then  licensee,  Washington 
Electric  Company,  were  also  officers  and/or  directors  of 
Stone  &  Webster,  Inc. 

•  *  •  •  • 

[R.  p.  1874]  F.  Federal  Power  Commission  Preoperation 
Charge  $95.00. 

Summary  line  C  18 — Bulletin  4,  item  19a — F.  P.  C.  Acct. 
395. 

This  is  the  licensee’s  payment  to  the  Commission  for  the 
use  of  right-of-way  over  19  miles  of  Government  owned 


(Excerpts  from  Preliminary  Accounting  Report,) 


land  at  $5.00  per  mile  for  the  year  1932.  It  is  suspended 
for  the  reason  that  it  is  one  of  the  items  of  which  the  pro¬ 
portion  chargeable  to  the  project  cost  is  dependent  npon 
snch  construction  period  as  may  be  approved  by  the  Com¬ 
mission. 

G.  Interest  During  Construction  $153,832.20. 

Summary  line  C  23  Part  of  Bulletin  4  Item  18  F.  P.  C. 

Acct.  394a. 

Interest  during  construction  as  charged  by  the  licensee 
to  the  cost  of  the  project  transmission  line  was  computed 
at  the  rate  of  6%  per  annum  to  and  including  January  31, 
1933,  with  interest  compounded  semiannually.  The  oper¬ 
ative  date  of  February  1,  1933  is  the  same  as  that  used  by  i 
licensee  for  the  generating  units  and  represents  the  date 
as  of  which  the  entire  project  was  “turned  over”  to  the 
licensee  by  the  contractor.  The  claimed  cost  of  the  trans¬ 
mission  line,  before  interest,  consists  of  $23,070.73  of  mis¬ 
cellaneous  charges  by  the  licensee  for  overhead,  supervi¬ 
sion,  etc.  and  $1,172,615.61  of  contractor’s  charges.  In¬ 
terest  on  the  licensee’s  charges  was  computed  monthly  on 
charges  accumulated  at  the  end  of  the  preceding  month. 
Interest  on  the  contractor’s  work  was  not  computed  on 
month  to  month  expenditures  but  on  such  amounts  as  were 
determined  by  licensee  to  represent  the  proportions  ap¬ 
plicable  to  the  transmission  line  of  sums  advanced  to  the 
Seattle  office  of  the  contractor  for  the  transmission  line  and 
various  nonproject  construction  jobs  combined.  Interest 
was  computed  on  these  advances  on  a  daily  basis  after 
deducting  from  each  advance  made  within  a  particular 
month  a  percentage  thereof  representing  jobs  placed  in 
operation.  The  interest  for  the  month  was  then  appor¬ 
tioned  to  all  work  in  progress  during  the  month  in  the  ratio 
of  actual  expenditures.  The  totals  of  the  amounts  so  deter¬ 
mined  for  Job.  No.  55S7  were  in  turn  segregated  as  to 
project  and  nonproject  work  on  the  basis  of  relative  total 
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charges  to  each  after  elimination  of  nonproject  portions 
of  the  job  which  had  been  placed  in  operation.  As  this 
!  method  was  based  on  advances  made  to  the  Seattle  office 
of  the  contractor  for  all  work  performed  for  the  licensee 
during  this  period,  it  brought  into  the  calculation  not  only 
the  operative  date  of  the  project  transmission  line,  but  also 
i  the  operative  dates  of  various  nonproject  facilities  includ- 
!  ing  the  $7,100,000.00  Shuffleton  steam  electric  generating 
i  station,  the  $230,000.00  Shuffleton-Renton  [R.  p.  1S75]  trans¬ 
mission  line,  the  $580,000.00  Renton  switching  station,  the 
$150,000.00  Beverly  Park  substation,  the  $23,000.00  Stemilt 
Creek  switching  station  and  minor  items.  Due  to  the  com- 
i  plications  involved  in  this  method  with  its  large  proportion 
of  nonproject  elements  and  consequent  room  for  error  and 
i  difference  of  opinion,  the  examiner  suggests  that  it  be  dis- 
!  carded.  Despite  its  complexity  the  method  did  not  alto- 
!  gether  eliminate  estimating.  After  the  interest  was  com¬ 
puted  on  advances  it  became  necessary,  under  this  method, 
to  apportion  same  to  the  project  transmission  line  and  the 
various  nonproject  jobs  in  progress,  which  was  done  on  the 
basis  of  actual  expenditures  for  each  job.  On  account  of 
the  combination  of  project  and  nonproject  construction  any 
I  method  which  first  computed  interest  on  the  advances 
!  would  necessarily  require  the  distribution  of  such  interest 
on  some  apportionment  basis,  and,  in  the  opinion  of  the 
examiner,  should,  therefore,  be  avoided. 

It  is  possible  to  make  an  accurate  recomputation  of  in¬ 
terest  on  the  basis  of  contractor’s  expenditures  for  the 
project  transmission  line  after  eliminating  all  nonproject 
charges  from  the  base.  This  would  obviate  the  determina- 
i  tion  of  operative  dates  for  the  various  nonproject  items  of 
construction  as  the  interest  would  be  computed  on  only  proj- 
i  ect  expenditures.  This  is  clearly  indicated  in  one  of  the  fol¬ 
lowing  tables  which  shows  a  segregation  of  contractor’s  ex¬ 
penditures  for  Job  No.  5587  by  months  and  classes  of  work. 
The  specific  charges  included  for  nonproject  work  are  first 
deducted  according  to  the  individual  months  in  which  such 
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nonproject  charges  were  made  to  Job  No.  5587.  The  addi¬ 
tional  nonproject  charges,  which  in  large  part  were  deter¬ 
mined  by  the  application  of  varions  percentage  methods 
due  to  their  general  character,  are  spread  by  the  examiner 
over  the  entire  period  in  relation  to  other  monthly  expend¬ 
itures  as  they  represent  charges  which  occurred  with  reg¬ 
ularity  throughout  the  entire  period.  The  deduction  of 
these  additional  nonproject  charges  results  in  monthly 
totals  applicable  to  the  project  portion  of  Job  No.  5587, 
or  the  Transmission  line,  the  sum  of  which  agrees  with  the 
amount  claimed  for  charges  of  the  contractor.  These 
monthly  totals  are  combined  with  the  monthly  totals  of  the 
licensee’s  charges  to  form  monthly  totals  of  expenditures 
for  the  entire  claimed  cost  of  the  project  transmission  line, 
before  interest.  The  examiner  also  submits  tabulations 
showing  the  suspended  items  segregated  as  to  monthly 
charges.  With  this  information,  a  recomputation  of  the 
interest  during  construction  for  the  project  transmission 
line  can  readily  be  made  on  the  basis  of  monthly  expendi¬ 
tures  for  such  items  of  claimed  cost  as  may  be  allowed  by 
the  Commission. 

If  the  Commission  should  allow  interest  on  the  basis  of 
advances  to  the  contractor,  the  examiner  recommends  that 
this  be  accomplished  by  computing  the  interest  for  allowed 
items  on  the  basis  of  contractors  expenditures  and  adding 
a  proportion  thereof  to  reflect  the  addition-  [R.  p.  1876]  al 
time  that  the  funds  for  such  expenditures  were  held  by  the 
contractor.  The  examiner  believes  that  the  best  available 
indicator  of  this  proportion  is  the  ratio  of  such  excess  for 
the  project  hydro  plant  constructed  during  the  same  period 
and  by  the  same  contractor.  The  hydro  plant  was  con¬ 
structed  as  a  separate  project  job  and  had  its  own  specific 
advances  and  the  determination  of  the  ratio  of  excess 
interest  due  to  advances  for  same  would  merely  require 
the  recomputation  of  interest  therefor  on  both  bases  (ad¬ 
vances  and  expenditures)  to  secure  the  ratio  of  excess. 
This  would  be  a  relatively  simple  matter  as  the  hydro  plant 
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is  free  from  nonproject  complications  and  a  recompntation 
on  one  of  these  bases  would  in  any  event  be  necessary.  The 
percentage  of  excess  so  determined  for  the  hydro  plant 
could  then  be  used  to  give  similar  effect  to  advances  for 
the  project  transmission  line. 

The  Commission  requested  the  Chief  of  Engineers,  U.  S. 
War  Dept.,  to  pass  upon  the  operative  date  of  February  1, 
1933  used  by  the  licensee  for  the  purpose  of  discontinuing 
the  accrual  of  interest  during  construction  for  the  project 
transmission  line.  The  matter  was  in  turn  referred  to  the 
District  Engineer  of  the  U.  S.  War  Dept,  at  Seattle,  Wash., 
who  made  an  investigation  and  submitted  a  report  contain¬ 
ing  the  recommendation  “That  November  30,  1931  be  con¬ 
sidered  as  the  date  of  beginning  commercial  operation  of 
the  transmission  line,  this  being  the  terminating  date  of 
the  contract  under  which  power  was  furnished  by  the  Puget 
Sound  Power  &  Light  Co.  to  the  project.”  It  is  further 
stated  therein:  “The  recommendation  that  November  30, 
1931  be  considered  as  the  date  of  beginning  of  commercial 
operation  of  the  transmission  line,  is  therefore  based  on 
two  points,  viz,  that  the  line  was  in  actual  operation  almost 
continuously  since  that  date  and  that  expenditures  since 
that  date  were  small  in  proportion  to  the  total  cost  of  the 
line”.  This  report  was  transmitted  by  the  Chief  of  Engi¬ 
neers,  TJ.  S.  War  Dept,  to  the  Commission.  It  also  indicates 
that  the  District  Engineer  of  the  U.  S.  War  Dept,  at  Seattle, 
Wash.,  informed  the  licensee  of  bis  views  in  the  matter  and 
that  licensee  in  reply  stated  among  other  things,  “*  *  *  we 
believe  the  date  of  the  commercial  operation  of  the  project 
as  established  is  correct,  and  therefore,  we  cannot  agree 
with  you  upon  any  other  date  or  dates.” 

Although  the  project  transmission  line  to  Skykomish, 
Wash.,  was  not  entirely  completed  until  about  December  1, 
1930,  a  section  thereof  extending  from  the  Chelan  County 
side  of  the  project  to  a  connection  with  the  licensee’s  trans¬ 
mission  system  at  Squillchuck  Canyon,  near  Wenatchee, 
a  distance  of  10.4  miles,  was  completed  and  put  into  use 
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August  24,  1930  for  the  purpose  of  supplying  construction 
power  to  the  project.  As  the  line  was  not  then  under  the 
license,  the  licensee  charged  the  project  hydro  plant  for 
the  use  of  this  10.4  mile  section  at  the  rate  of  12%  per 
annum  of  its  estimated  cost  of  $68,398.93.  This  rental 
charge  covered  the  [R.  p.  1877]  period  August  24,  1930  to 
July  31, 1931,  inclusive,  and  totaled  $7,660.68,  which  amount 
is  included  in  the  claimed  cost  of  the  project  hydro  plant. 
The  claimed  cost  of  the  project  transmission  line  includes, 
among  other  charges,  the  cost  of  this  10.4  mile  section  to¬ 
gether  with  interest  thereon  from  the  time  the  rental  charge 
was  discontinued.  As  it  will  he  necessary  to  entirely  recom¬ 
pute  interest  during  construction  the  examiner  is  of  the 
opinion  that  the  10.4  mile  section  of  the  transmission  line 
should,  for  interest  purposes,  be  considered  project  prop¬ 
erty  from  its  inception,  or  from  the  time  expenditures  were 
made  for  same,  thereby  obviating  the  necessity  for  a  rental 
charge.  The  rental  charge  is,  therefore,  listed  as  a  suspen¬ 
sion  from  the  claimed  cost  of  the  hydro  plant. 

•  •  •  •  • 

[R.  p.  1882]  I.  Stone  &  Webster  Engineering  Corpora¬ 
tion  6*4%  Construction  Fee  $6S, 900.33. 

Summary  line  C  25 — Bulletin  4  item  lOg — F.  P.  C.  Acct. 
390. 

This  fee  was  paid  in  accordance  with  licensee’s  “Term) 
contract  for  engineering  and  superintendence”  with  Stone) 
&  Webster  Engineering  Corporation  which  became  effective) 
January  [R.  p.  1883]  1, 1930.  Class  44  A”  work  therein  listed! 
included,  among  other  things,  4  4  water  power  developmentsj 
substations,  transmission  lines”  for  which  the  fee  ranged 
from  9%%  on  jobs  costing  $5,000,000.00  and  less,  downJ 
ward,  to  5%  %  on  jobs  costing  over  $15,000,000.00.  The  projJ 
ect  transmission  line  cost  was  placed  in  the  $10,000,000.00 
to  $12,500,000.00  bracket  which  provided  for  a  fee  of  6*4  %| 
This  is  the  same  rate  as  was  charged  for  construction  of 
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the  project  hydro  plant,  the  two  jobs  having  been  consid¬ 
ered  jointly  for  fee  purposes.  The  base  used  for  the  hydro 
plant  fee  was  $10,613,258.22  and  that  for  the  transmission 
line  $1,102,405.28  or  a  total  base  of  $11,715,663.50.  The  fee 
i  of  $68,900.33  for  the  project  transmission  line  work  was 
computed  as  follows : 

Stone  &  Webster  Engineering  Corporation 
charges,  other  than  construction  fee,  as 
of  May  31,  1933 : 


Land  and  easements . $  153,184.89 

Material,  supplies  and  misc .  339,714.63 

Labor  . .  484,915.09 

Indirect  costs  .  94,431.06 

Overhead  “  31,469.61.. 

$1,103,715.28 

Less:  Estimated  salvage  value  of  con¬ 
struction  equipment  .  (1,310.00) 

$1,102,405.28 

6V4%  of  $1,102,405.28 .  $  68,900.33 


This  fee  is  suspended  for  the  same  reasons  as  the  fee  paid 
the  contractor  for  the  construction  of  the  project  hydro 
I  plant.  The  amount  of  $1,102,405.28  used  as  the  base  for 
!  the  fee  is  the  total  of  contractor’s  charges,  $1,172,615.61, 
less  the  fee  of  $68,900.33  and  less  $1,310.00  for  estimated 
salvage  value  of  equipment. 

J.  Stone  &  Webster  Service  Corporation  Management 
Fees  $5,303.29. 

Summary  line  C  28 — Bulletin  4,  item  lOh — F.  P.  C.  Acct. 
395. 

The  nature  of  this  item  and  reason  for  suspension  are 
the  same  as  herein  stated  in  connection  with  the  suspension 
of  similar  charges  to  the  project  hydro  plant.  In  the  case 
I  of  the  transmission  line  the  monthly  charges  for  this  man- 
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agement  service  began  in  March  1930  and  ended  in  Feb¬ 
ruary  1931.  They  were  superseded  by  charges  for  local 
(Seattle)  supervision  at  the  rate  of  2%  of  cost  of  construc¬ 
tion  work  in  progress  commencing  April  1931. 

•  •  •  •  • 


Excerpts  from  Engineering  Report  and  Analysis  of 
Eugene  Logan,  Senior  Hydro-electric  Engineer  of 

Federal  Power  Commission,  Staff  Report  Part  HI. 

•  •  •  •  • 

[R.  p.  1927] 

Date  of  Beginning  of  Commercial  Operation 
Hydro  Plant  : 

The  Commission  requested  the  Chief  of  Engineers,  War 
Department,  to  pass  upon  the  date  (February  1, 1933)  used 
by  the  Licensee  as  the  date  accrual  of  interest  during  con¬ 
struction  should  cease.  The  matter  was  in  turn  referred 
to  the  District  Engineer  of  the  War  Department  at  Seattle, 
Washington,  who  made  an  investigation  and  submitted  a 
report  with  recommendations  for  the  use  of  operative  dates 
which  are  earlier  than  the  date  of  February  1, 1933  used  by 
the  Licensee. 

The  District  Engineer’s  recommendation  proposed  No¬ 
vember  30, 1931,  for  the  transmission  line ;  June  1, 1932  for 
y>  the  power  plant  and  other  principal  project  works;  and 
J anuary  1, 1933  for  the  remaining  %  the  power  plant. 

License  for  the  project  was  issued  January  21,  1930 
with  the  stipulation  that  the  work  proposed  would  be  com¬ 
pleted  January  21,  1933.  Growth  of  load  in  1930  and  1931 
indicated  that  the  Licensee  would  require  Rock  Island 
power  by  August  1,  1932,  but  subsequent  events,  due  to  the 
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depression,  showed  the  inaccuracy  of  this  forecast.  The 
Licensee  late  in  1931,  began  to  slacken  the  speed  with  which 
the  project  was  being  completed  and  apparently  fixed  the 
end  of  the  3-year  period  provided  in  the  license  (January 
21,  1933),  as  the  date  upon  which  to  complete  the  work. 
The  report  of  the  War  [R.  p.  1928]  Department  District 
Engineer  shows  that  94%  of  the  cost  of  the  job  was  expended 
prior  to  June  1, 1932  and  over  98%  prior  to  December,  1932. 
(See  Sheet  3,  Table  2,  Appendix  “A”).  The  District  En¬ 
gineer  is  of  the  opinion  that  the  job  could  have  been  com¬ 
pleted  at  least  six  months  earlier  than  it  was  actually 
completed. 

The  various  component  parts  of  the  Rock  Island  develop¬ 
ment,  and  the  cost  thereof,  were  to  be  allocated  to  the  follow¬ 
ing  schedule  in  the  District  Engineer’s  recommendation: 

Items  half  in  operating; 
status  as  of  June  1.  1932. 
and  half  in  continued 
P.P.C.  construction  status 

Classifi-  from  June  1.  1932 

cation  through  Dec.  31, 1932 

313  Powerhouse  struc¬ 
tures 

319  Turbines 

320  Generators 
323  Permanent  plant 

equipment 

There  is  no  doubt  but  that  particularly  favorable  stream 
flow  conditions  permitted  rapid  construction  work.  A 
three-year  construction  period  under  ordinary  circum¬ 
stances  would  have  been  considered  exceptionally  good  for 
the  type  of  job  undertaken.  Nevertheless,  the  date  of  June 
1, 1932  proposed  by  the  District  Engineer  represents  reason¬ 
ably  well  the  actual  date  of  completion  of  the  hydro  plant. 
It  is  recommended,  therefore,  that  June  1,  1932  be  used  as 
the  date  the  accrual  of  interest,  taxes  and  other  appropriate 
charges  on  the  hydro  plant  should  cease. 


F.P.C.  Items  wholly  in 

Classifi-  operating  status  as  of 

cation  June  1, 1932 

314  Reservoir,  dam 
Intake,  fishways 
317  Forebay,  penstocks 
333  Substation 
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[R.  p.  1929]  The  limits  of  the  actual  construction  period 
having  been  recommended,  there  remains  the  question  as  to 
what  is  a  reasonable  period  to  be  allowed  the  Licensee  in 
which  to  make  preliminary  investigations,  to  design  the 
project,  to  acquire  the  necessary  project  lands,  etc.  In 
making  this  determination  guidance  is  found  in  the  Alabama 
decision  (Opinion  No.  4, 12th  Annual  Report,  210)  in  which 
it  is  said  : 

“While  frequent  reference  is  made  to  the  period 
of  actual  construction  the  period  here  proper  to  be 
considered  is  that  which  with  the  exercise  of  due  dili¬ 
gence  and  prudence,  is  reasonably  necessary  for  the 
completion  of  all  processes  required  for  the  achieve¬ 
ment  of  the  project  in  commercial  operation,  includ¬ 
ing  not  only  the  period  of  actual  construction  under 
contract  but  that  devoted  to  preliminary  investiga¬ 
tions,  designs,  the  acquisition  of  necessary  lands, 
etc.” 

It  is  noted  in  the  present  instance  that  preliminary  in¬ 
vestigations  and  other  activities  with  reference  to  this 
project  show  fair  continuity  of  progress  after  June  1,  1927. 
It  is,  therefore,  recommended  that  that  date  be  adopted  as 
the  beginning  of  such  period  and  that  taxes,  accrual  of  in¬ 
terest,  and  other  items  of  similar  nature  be  limited  to  the 
interval  between  June  1, 1927  and  June  1, 1932. 

•  •  *  *  • 


T1BLE  2 


Oertober  1951 
Vo-r«Eib«r  1951 
Deoaaber  1951 
January  1952 
February  1952 
March  1952 
April  1952 
May  1952 

Total  to  data 

Jana  1952 
July  1952 
August  1952 
Sept«ber  1952 
October  1952 
Nersnber  1952 
Deesnber  1952 

Total  to  data 

jasaary  1,  -  Jamaxy  21,  1955 
Total  to  data 

January  22,  -  January  51,  1955 
Total  to  data 


(Operation  started  on  Ootobar  SO,  1951) 


27,000 

*81,700 

528.200 

169.600 

190.700 

184.500 

24,500 

274,000 

1,880,000 

557.700 
150,100 

58,800 
.  66,900 

121.200 

181.500 

166.600 

2.961.800 

21,000 

2.982.800 

17.700 

oo 


o 

240,000 

754,000 

585,000 

541,000 

576,000 

289,000 

689.000 

s,4$ir<5w> 

758,000 

497,000 

289,000 

95,000 

615,000 

987,000 

221.000 

6,890,000 

212.000 

7,102,000 

129.000 

7,251,000 


281,000 

1,505,000 

1,150,000 

189,000 

584,000 

458,000 

172,000 

622,000 

*,in;ods 

628,000 

662,000 

160,000 

146,000 

701,000 

455,000 

_ 0 

7,291,000 

T.m.6K 

_ 0 

775537560 


0 

0 

0 

0 

0 

0 

756,000 

756,000 

214,000 


64,000 

1,014,000 


0 

0 

0 

0 

461,000 

555,000 

276.000 

1,092,000 

104,000 

T7T5S756ff 

76,000 

T,  272,006 


(T) 

(«) 

(9) 

(10) 

(11) 

(12) 

(18) 

(14) 

508,000 

0 

7,000 

501,000 

0 

0 

0 

2,026,700 

0 

182,700 

964,000 

0 

470,000 

410,000 

#  1,230.00 

2,412,200 

0 

212, 7S5 

258,000 

102.527 

288,000 

1,571,120 

4,715.56 

741,600 

29,000 

158,660 

88,000 

22.700 

41.000 

455,240 

1.559.72 

1,115,700 

91,000 

118.120 

706,000 

52,420 

90,000 

167,160 

501.48 

1.218,500 

16,000 

124,097 

607,000 

27,0*5 

101,900 

558,260 

1.074.78 

485.500 

6,000 

25,410 

95,000 

20,490 

114,000 

232.600 

697.80 

1,685,000 

0$i.<x55 

nr;<55ff 

61.580 

"5^7126 

220.000 

S731b*oo6 

20,500 

1.060.000 

2,154,900 

255.120 

699.38 

iiovm.u 

1,705,700 

0 

74,140 

56,000 

25,880 

1.512,000 

237,680 

715.04 

1,309,100 

0 

57,240 

26,000 

25,080 

975.000 

227.800 

683.40 

507,800 

0 

52,780 

0 

26,060 

198.000 

251,960 

755.88 

504,900 

0 

27,284 

0 

25,182 

0 

254,454 

765.50 

1,896,200 

0 

106,440 

426,000 

26,274 

0 

1,558,486 

4,015.46 

1,956,500 

0 

172.774 

96.000 

25,500 

1.057.000 

607,426 

1,822.28 

1.599.600 

18,970,800 

15,000 

T5&56 

240,652 

i^rglvss 

557.000 

12.410 

$82,646 

0 

6,696,900 

589.558 

3^2*624 

1.768.61 
520, 796 ."47 

551.000 

Tg;gifo6 

11.000 

167,000 

155.996 

T' 714,428 

11.000 

4,59i,006 

5,661 

366,30* 

24.000 

6,720.900 

574.541 

i.zbr.m 

1.123.02 

yafsaT*? 

286.700 

ib.8oe.5ob 

18.000 

lo6,ooo« 

61.842 

1,776,270 

57.000 

4,448,000 

2.696 

ESl.ooz 

r.+26,b06 

165,162 

f,47t,8» 

495.49 

522,416.ir 

•Drawn  fr<m  systen  for  station  sarrloa  during  non-oporatl on  of  plant. 


Bouse  Gsnarator 
Oanarator  *0.  1 
Gsnarator  Mo,  2 
Ganarator  No.  5 
Gsnarator  No.  4 
Total 
Fron  Systai 


Opa rated 

6.102 

1,666 

1,506 

404 

642 


Station 

Sarrloa 

1,672,800 

259,000 

150,700 

100,000 

64,000 


185.000 

2,591,500 


227,700 

1,482.600 

1,647,800 

668,000 

522.000 

4,448,066 


►ration _ 

Hon- 

Bequeet 

1,012,000 

2,486,900 

2,150,000 

12,000 

80,000 


88.000 

5,022,600 

5,582,600 

554.000 

606.000 


Total 

Ganaratad 

5,000,500 
7,251,000 
7.291,000 
1,014,000 
1,272,000 
lb, 806,500 


••Includes  construction  power  amounting  to  591,005  Kw-hrs j  and  59,227  *»-hrs  sold  to  looal  oustoxers 
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BOCX  ISLAND  PROJECT,  NO.  945  -  NASH. 

ANALYSIS  OF  COST  OF  HYDRO  PLANT,  AS  OF  NAY  51,  1955 
DETERMINATION  OF  DATE  OF  BBS  Oft  INC  OF  COMiESCXAL  OPERATION 
ACCUMULATED  EXPENDITURES  (FfiCK  NAB  DEBARMENT  REPOST) 


1950  July 

Angurt 

$  400,629.46 
455,649.56 

$  834.46 

3,467.60 

$  525,068.41 

581, 758. bi 

$197,134.70 

236,205.43 

$  2.00 

. 

Septuber 

471,881.54 

4,296.55 

561,876.11 

502,599.66 

169.35 

$  2,751.20 

October 

476.885.98 

17,658.06 

1,022,984.96 

517.897.86 

4,682.06 

5,116.48 

1980  DeoUber 

497,664.62 

24,255.74 

1,625,164.11 

599,914.56 

66,619.10 

4,659.55 

$‘  13.91 

6S4.6U.40 

56,559.16 

2,561,752.76 

592,727.69 

79,187.54 

5,541.15 

1,040.90 

1951  June ry 

600.699.49 

101,540.75 

3,019,496.52 

426,257 .U 

116,905.26 

7,079.29 

1,687.00 

February 

7U.168.00 

167,899.51 

3,397,579.27 

444,704.28 

123,836.54 

8,168.51 

2,045.54 

Ifcrofc 

757,156.40 

275,158.71 

5,359,025.10 

470,332.71 

127,238.48 

34,116.06 

7,319.15 

April 

870.683.59 

391.850.55 

3,592,261.64 

473,679.20 

129,460.89 

50,600.87 

8,404.44 

Kay 

967,061.66 

475,908.49 

5,694,842.26 

476,498.19 

249,226.12 

183,268.41 

8,852.15 

June 

966,455.69 

554,771.01 

5,715,525.06 

476,514.64 

295,062.05 

211,286.58 

9,096.08 

July 

1,067,964.40 

568,455.75 

3,764,050.56 

477,936.66 

480,614.70 

572,022.46 

10,188.20 

Aaguet 

1,098,831.40 

896,120.75 

5,824,265.^5 

478.650.14 

4^9,158.96 

528,726.50 

600,618.06 

10,913.80 

September 

Oobobar 

1,128,594.71 

514,052.75 

3,687,151.66 

688,557.66 

607,688.42 

14,365.49 

1,155.065.95 

651,607.66 

4,072,549.32 

479,738.36 

704,052.58 

625,874.85 

16.561.56 

17,706.96 

1961  OeMBbar 

1,146,$60.07 

1,178,250.67 

657,502.45 

4,569,109.96 

479,570.15 

765,742.16 

678,5U.21 

655 ,065.69 

4,690,451.01 

479,670.16 

769,736.56 

872,956.84 

17,785.57 

1962  Janaary 

1,179,865.04 

667,762.77 

4,658,249.80 

479,541.02 

774,550.17 

942,999.15 

17,711.01 

February 

1,182,506.16 

660,917.40 

4,672,920.55 

479,951.69 

780,475.78 

9U,215.S0 

17,755.51 

Ifarah 

1,188,286.14 

662,722.72 

4,585,584.51 

480,192.53 

794,419.57 

9U, 732.09 

17,758.56 

April 

1,192,602.62 

666,061.96 

4,692,518.05 

480,152.25 

805,855.51 

9U.774.69 

17,758.56 

Iky 

1,199,282.64 

668,956.15 

4.696.869.26 

■WWftSSSM 

480,271.71 

815,109.98 

966,166.22 

17,738.56 

June 

1,210,852.96 

670,289.90 

480,297.48 

622,160.18 

967,769.95 

17,787.74 

July 

1,216,026.66 

672,527.11 

4,701,975.95 

480,501.54 

827,558.55 

969,679.04 

17,901.72 

Aaguet 

1,250,430.29 

675,667.55 

4,706,023.47 

480,801.54 

855,452.52 

971,551.59 

18,411.58 

September 

1,252,044*84 

683,950*46 

4,706,775.66 

480,276.54 

855,263.99 

974.299.74 

~9h,86^TT 

19.251.19 

Ootober 

1,256,035.55 

588,445.44 

4,711,525.60 

480,276.54 

660,104.40 

19,589.59 

1982  Deoeabar 

1,256,628 .Oe 

690,594.27 

4,715,805.79 

479,695.87 

865,622.49 

977,265.41 

19.609.U 

1,250,581.41 

692,662.29 

4,720,245.69 

479,695.87 

867,796.15 

978,527.50 

19.911.16 

1955  JuMazy 

1,250,646.19 

696,529.99 

4,721,285.24 

479,698.67 

870.757.78 

979.675.97 

20,949.24 

February 

1.261.565.91 

696,642.29 

4,721,148.57 

480,120.67 

673,615.96 

21,363.18 

April 

1,265,447.79 

699.7U.25 

4,720,888.85 

480,120.67 

674,783.61 

996,855.44 

35.U9.78 

1,295,925.52 

700,546.50 

4,717,565.18 

480,120.67 

874,474.76 

995,894.91 

55,469.78 

1958  May 

1,529,565.96 

701,918.99 

4,716,961,87 

480,115.67 

892,107.75 

999,906 .U 

55,487.96 

TABLE  2 


Tr*n6fo«ter 

Station 


Engineering 
A  Superintend 


m 


Legal 


Injuries 


r*ni 


Total  me  of, 
1955 


[•131 


I  2,00 

892.45 

1,570.49 

5,280.91 

6,564.95 

9,656.29 

21,401.70 

88,216.91 

155,718.42 

185,198.25 

217,565.46 

207,541.40 

207,968.21 

219,558.95 

219,828.51 

220,090.64 

221,220.61 

221,551.61 

221.828.54 


225,507.86 

225,455.16 

225,597.77 

225,652.97 

225,770*21 

225,786.65 

225,880.80 

225,848*44 

225,856*76 

225.941*66 

219,229*12 


)  225,482.25 

282,712.47 
555.599.15 
416,010.80 
518.855.00 
616,640.94 

696,730.59 

808,000.95 

965,995.17 

1,029.156.02 

1,075,406.18 

1.105.407.75 
1.148,160.27 
1,178,680.08 
1,216,104.46 
1.247,489.54 
1,284,947.10 
1,516,547.05 

1.528.672.44 
1,555,545.00 
1,541,065.65 
1,547,728.26 
1,554,900.06 

1.578.886.75 
1,584,096.42 
1.589,919.87 
1,595,114.05 
1,599,221.12 

1.404.228.45 
1,406,799.77 

1,410,600.07 

1,416,275.09 

1,419,225.51 

1,422,156.66 

1,426,997.70 


$1,766.40 

2,168.06 

2,420.90 

2.528.40 

2.678.40 

2.978.40 

2,978.40 

4,555.70 

4,555.70 

4.894.0U 

5.106.45 
£,1o8.4£ 
5,106  Lu 

6.108.45 

5.106.45 

5.106.45 

5.108.46 

6.108.45 

6.108.45 

6.108.45 

5.108.46 

5.106.46 

5.108.46 

5.108.45 

6.106.45 

6.108.45 

5.108.45 

6.108.45 

5.106.45 

6.108.45 

6.106.46 

5.108.45 

5.108.46 

6.108.46 
5.106.45 


$  25,979.61 
27,499.47 
45,752.16 

60.240.96 

77.189.85 
87,876.69 

99.645.89 
66,191.55 
71,025.14 
85,248.49 

81.729.86 

90.746.96 

95.572.89 
95,201.80 
98,795.62 

96.969.90 
106,505.06 
111,806.17 

114,424.26 

114,714.95 

115.807.80 

117.175.89 
118,581.91 
119,115.58 

119.655.28 
120,556.72 

120.919.28 
121,727.00 
122.707.64 
125,796.44 

124.659.81 
126,595.69 
125,655.47 
125,758.94 

126.854.90 


I  861.82 
861.82 
861.82 
861.82 
861.82 

5.212.18 

5.212.18 
5,212.16 
5,212.18 
5,212.18 
5,212.18 

5.212.18 

5.212.18 

5.212.18 

5.212.18 

5.212.18 
5,212.18 

5.212.18 

5.212.18 

5.212.18 
5,212.18 
5,212.18 

5.212.18 

3.212.18 

5.212.18 

5.212.18 

5.212.18 
5,212.18 
5,212.18 
5,212.18 

5,212.18 

5,212.18 

5,212.18 

5,212.18 

5,212.18 


\  65,070.16 

72,057.50 
88.806.02 
109,767.02 
155,874.56 
167.255.06 

202,576.65 

240,489.46 

281.432.97 
525,280.21 

571.555.97 

419.762.26 
470,175.05 
525,110.79 

691.496.26 
660,588.25 
715,461.48 
775,908.50 

845,714.17 

910,196.00 

976.9U.59 

1,045,856.15 

1,110.971.44 


1,247,828.52 

1,517,521.84 

1,587,415.40 

1,457.575.89 

1,527,581.18 

1.597.466.61 

1,669,485.77 

1,669,469.57 

1,669,459.91 

1,669,459.91 

1.669.260.61 


$1,558,440.64 

1.625.574.26 
1,955,758.59 

2.266.675.65 

2.512.375.42 
2.572,961.55 

2.156.821.27 
2,134,452.57 
2,174,989.98 

2.140.656.66 
2,118,756.10 
2,119,175.48 
2,122,166.12 
2,128,709.97 
2,148,5531.54 
2,276,405.19 
2,222,9533.58 
2,106,552.87 

2,066,59(5.28 

2,068,878.68 

2,066,197.80 

2,062,565.24 

2.061.055.47 

2,062,772.14 

2,055,853.00 

2,064,291.64 

2,048,559.42 

2,045,252.89 

2,044,144.62 

2,044,342.52 

1,976,849.95 

1.974.849.51 

1.962.555.42 
1,971.540.06 

1.949.155.52 


$  2.569,487.65 
5,065,656.46 
3,756,664.61 
4,696.807.70 
6,863,987.04 
6,682,948.85 

7,455,578.01 

8.149.349.75 
8, 536, 861*68 

9.115.195.75 
9,718,785.80 

10,068,458.08 
10.709,102.09 
11.151. 525.72 

11. 700. 151.55 
12,156,250.62 
12,655,269.80 
15,105.060.64 

15,291.854.04 

15,597,069.97 

13,505,081.08 

15.604.249.56 

15.717.815.56 
15,838,405.68 
15,921,596.86 
14,028,482.06 
14,157,642.97 
14,228,970.09 
14, 514, 771.76 
14.413,820.28 

14.448,171.09 

14.471.272.66 
14,482,145*07 

14.522.170.66 
14,554.996.03 


99.2 

99.4 

99.6 

99.6 

100.0 


[R.  p.  2067] 


BOCK  ISLK2D  PROJECT  SO.  943  -  BASH. 

AItAUSIS  OF  CLAIMED  COST  OF  TBAISUSSICT  LI’-TS,  AS  OF  MA If  31.  1933. 
DZTAJ3S  -PROJECT  7ICKXS  k  LAKDS 


8BBT  4  0 re. 


Items 


Ccdualoation  System 
T.l.phono  Ub* 

Crose-axma  <x  bracket*  . 

!  Insulator*  dc  hardware 

Conductor*,  incl.  et ringing 
Haul  lag,  distributing,  etc. 

Total— Cumunioation  System 


Quantity 


12.5S 


89.96 


liaintenxm  Facilities 
Patrol  road*  (Trails) 

Patrolmen*  a  station* 

Tools  3c  Equipasst 

Total -Maintenance  Facilities 

Tot*  -Project  works 

LAID  ASP  BKElS-gBAYi 
Bight  of  Bay 


Fa  serai ts 

Purchase  price  (Added  $80l.60(S)  for  Eas.  erroneously  charged) 
Adjustment  for  non-project  easements,  eto. 

Timber  puroheses 

Bational  Forest  lands  (42.00  to  ^2.23/4t) 

Private  laada  ($2.32to  (,5.00/  It) 

Miscellaneous  ooet  of  securing  k.  of  V. 

Agents  salaries  1  expenses 

Legal  expense  (Searching  title*,  recording  feoe,  etc.) 
Inductive  oo-ordi nation 
Payment  to  5.3.1*.  Cc. 

Payments  to  other* 


Umber  damages 
Crop  damage 

Sub- total-land  a  Bights  of 
Administrative  expense  (Transfer  item) 
Interest  during  obstruction  (Transfer  item) 

Total  Land  i  Bighte  of  Way 

Total -Transmission  14  ns 


89.96 


lilies 


Liles 


lilies 


Material 


tiss.is 

114.86 

686.01 

111.84 

£1*047.83 


345.80 

570.99 

1,679.57 

$2,596.36 


i  20.00 

71*930.86 

1*433.05 

10*105.15 

15*326.91 

3*696.19 

13*636.36 

668.39 

242.01 

1*940.93 

267.99 

$iT5;1$7.-54 

2,634.30 

11*083.83 

$13^  885.97 

$507,725.85 


Labor 


$68.63 

222.14 

409.76 

174.2 


Direct 

Coat 


$201.76 

336.99 

1,097.77 

286.13 


$874.82  $1*92265 


2*519.73  2,865.53 

1,280.61  1,851.60 

0.00  1,679. S7 

$3,80r.S4  $6,396.70 


$369,839.38  $450,746.84  ? 82 0,589 .72 


Total  Cost 


71,930.86 

1,433.05(S) 

10,105.15 

15,326.91 

10,777.85  14,474.04 

1,159.04  14,795.40 


526.97 

19.23 

65.20 


668.39 

767.96 

1,860.16 

333.19 


$12,547.29  (33.71505" 

2,634.30(8) 
_ _  11,083.83(S) 

$12,547.9  $145,433.26 

$463, %  7  *13  $966,022  96 


Indirect 

Costs 


I  Tield 
Cost 


Overhead 

Costs 


Total 

Costs 


$371.66 


$2,294.30 


$474.46  $2  768.75 


$1*449.74 

$177*166.02 


1  $7,846.44  $1*622  61  $9*469.06 

$997,754.74  $2C  6,330.54  $1*204,066.28 


$177,165.02 


$1,143,188.00  $X6, 330.54  $1,349,516.54 


Material  Labor 


DLxect 


Indirect 


field 

Coat 


Cost* 


$83.49 


$69.71  $153  .D 


$S  JSk 


$182  81 


$37.81  $280.81 


$1,298  .18  $1,900.17  $3,198.36  $724^7 

$4,111.16  $5,010.56  $9,121.72  $1,96B.37 


$3,923.22 

$11,091.09 


$811.81  $4,734.® 

$*293.68  $13,38447 


$5,568.33  $5,150.03  $10,738.36  $1,969.®  $12,707.74 


$2  293.®  $15,001.3* 
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Excerpts  from  Commission’s  Exhibit  4,  Report  on 
Overhead  Charges  and  Fees  of  the  Stone  & 
Webster  Organization  Dated  March  4,  1939. 

•  •  •  •  • 


[R.  p.  2231] 

Report  on 

OVERHEAD  CHARGES*  AND  FEES 

OF  THE 

STONE  &  WEBSTER  ORGANIZATION 
Included  in 

Amounts  Claimed  as  Cost  of  the 
Rock  Island  Project 
to  May  31,  1933 

•  •  *  •  • 


[R.  p.  2268] 

PROJECT  HO.  9U3  -  ROCK  ISLAND, 

RJGET  SOUND  POTER  k  LIGHT  CO. 

(S.  k  IT.  INC. 


itMrk  at.  overhead  bdsnse  •  per  books 

Salaries  -  Non-Produotive 
Salaries  -  Contingent  (Bonus) 

Investigati  on 

Advertising 

General  Expense 

Other  Operating  Expenses 

Purchasing  Department  -  Services  Billed  to  Affiliates 
Miscellaneous  -  Blueprint  end  Photo  Expense,  Holiday  Tine  Reserve 
Adjustments,  etc. 

Total  General  Overhead  Expense 

PROPOSED  ELIMINATIONS  OF  EXPENSES 
Ear  Audit  'Report  of  Lybrand,  5oss.  Bros.  &  Montgomery 
Provision  for  Federal  Income  Taxes 

Inter-cosapeny  Profit  in  Rent  at  10  Federal  Street,  Boston 
Interest  on  Division  Capital  (Prior  to  Incorporation) 
Adjustments  of  Contingent  Salaries  (Bonus) 

Adjustmmts  of  Salaries  Charged  to  Investigation 
Total  Audit  Report  Eliminations 


Additional  Eliminations  Proposed  by  F.  P.  C.  Examiner 

toew  Business  Salaries  Included  in  Executive  (Line  T  Above) 
Remainder  of  Contingent  Salaries  (Bonus) 

Remainder  of  Investigation 
Advertising 
General  Expense 
Cessation  Salaries 

Contracts  -  Guarantee  Payment  (Work  Done  in  1915  end  1917) 
Other  Operating  Expenses 
Beneficial  Payments 
Employee's  Welfare 
Entertainment 

Publicity  -  Stone  k  Webster  Journal 
Miscellaneous  State  Taxes 
Travel  Expense 

Total  Additional  Eliminations 
Total  Proposed  Eli  ad  nations  of  Expenses 

BALANCE  -  AFTER  ELIMINATIONS 

PAYROLL  TO  BEAR  OVERBEAD  EXPENSE  (Per  And  it  Report) 

PERCENTAGE  OF  OVERHEAD  EHEHSB 
As  Recorded 

After  Audit  Report  Eliminations 
After  All  Proposed  Eliminations 


(Bonus) 


Above) 


Year 

1951 


Year 

1932 


FEDERAL  PCWER  COMMISSION 
Bureau  of  Accounts,  Finance  and  Hates 
Division  of  Ao counts 

STONE  k  WEBSTER  ENGINEERING  CORPORATION 
DIVISION  OF  CONSTRUCTION  *  ENGINEERING  PRIOR  TO  JULY  1, 
SUMMARY  OF  GENERAL  OVERHEAD  EXPENSE 


STATEMENT  NO.  9 


Year 

1928 

i  728,11*0.82 
323,691*02 
230,061.99 
91,UU7.36 
266,851.70 
1411*506.34 
(60,000.00) 


Year 

1929 

786,U38.UU 

li33.755.00 
262,072.31 
98^22  Ji5 
205,99Ui8 
56U.536.03 
(60,000.00) 


Year 

1930 

822,533.62 
7lli,  525.29 
21*6,9140.92 
109,366.73 
120,587.75 
735.152.68 
(60,000.00) 


658,526.58 

106,662.61 

185,097.70 

91,625-60 

98,600.98 

663.090.73 

(53.333.36) 


1*12,893.25 
2,282.82 
189,01*7.28 
75.287  .149 
55.823.73 
377  ,1409.33 
(50,000.00) 


1,006.25  (27,920.79)  (15,209.2?)  2,123.25  13,590.12 

1.992,705 J48  2,263,297 .92  2,673,897.90  l,752,39li.Q9  1,076,33U.Q2 


*  3.1408,^32.71 
1,580,916.71* 
1,113,220.20 
1*66,110  .63 

7li7.858.61* 

.  2,751.^5.31 
(283,335.36) 

( 26,1*10  .1*6) 


Ui.289.35 

13.7li8.33 

2,250.00 


120,200.00 

18,300.09 


175,368.18 

2l*, 862*56 

76,286.77 


103,270.00 


2,500.00 

165,770.6 6 


10,987 .U5 


2,282.82 

6,000.00 


U5li.ilU.98 

56,911.00 

2,250.00 

78.fe.59 

8,500.00 


323,691.02 

230,061.99 

91.UU7.36 

75,895.86 


9.U142.10 

8,61*8.25 

839.09 


807,513.71 

#1,185,191.77 


lU,125.02 

U33.755.00 

262,072.31 
98,1*22 .U5 

79,270.60 


11,U66*33 

11,561.18 

1,036.01 

9,883.15 

9,831.66 


1,069.923.80 

#l,193.37U»12 


(:2,381,93UJ*6  #2,986,127.29 


15.075.0U 

638,238.52 

21*6,91*0.92 

109,366.73 

66,953.53 

2,000.03 

10,318.22 

2U.7lU.57 

1,669.61 

11,823.66 

7,035.17 

15,9814.05 

1,150,120.0? 

1,1*26,637.55 

$l,2U7,26o.35 

♦3,UU8,at*1.35 


10, Ul  6.69 
106,662.61 

182,597.70 

91,625.60 

55.170 Jx5 


16.28U.09 
3,076.67 
1,236.02 
5,266. 6U 

20,973.01 
999,079  .U6 

I1.153.31U.63 

#2,116.015.51 


10,000.02 

183.0U7.28 

75,287^0 

23,001 J*6 


6,782.70 
1,865.3 U 
755.03 
3,651.66 

U.213.02 


#7U8,U^.25 

#907,215*03 


10, 616.77 
1,502,5U7.15 
1,10U,720.20 
U66,ll0.63 

300,091.88 

2,600.00 

5U.293.UU 
l0.867.oi 
5.535.76 
30,625.11 
7,035.17 
58,1*01.60 
3,63 0,68577? 

Ui231.029.29 


$5,527,600.12 

#ll,8U0,i33.6U 


83*66% 
81 .13 

10.76 


75*79% 

71.16 

39.96 


77*55% 

69.51 

36.16 


82*82% 

77.82 

5U.50 


118.6UJ 

116.52 

82.50 


8242; 

77.35 


. 
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(Excerpts  from  Commission’s  Exhibit  4.) 

[R.  p.  2272]  Contingent  Salaries — (Bonus).  Statement 
No.  9,  page  33,  shows  that  the  annual  charges  to  general 
overhead  expense  for  this  item  totalled  $1,580,916.74  dur¬ 
ing  the  years  1928  to  1932,  both  inclusive,  and  amounted 
to  $714,525.29  in  the  year  1930. 

Charges  of  this  nature  originated  in  a  bonus  plan  which 
was  reported  to  have  been  in  effect  since  1906  and  which 
consisted  of  the  distribution  of  a  portion  of  net  earnings  to 
officers  and  key  employees.  It  was  understood  that  the 
amount  to  be  distributed  and  the  participation  therein  was 
determined  by  the  board  of  directors. 

The  amount  charged  to  general  overhead  expense  for 
contingent  salaries  in  1930  was  $714,525.29  and  of  this 
amount  $76,286.77  was  not  disbursed  and  was  accordingly 
eliminated  by  the  audit  report  of  Messrs.  Lybrand,  Ross 
Bros.  &  Montgomery.  A  request  was  made  for  data  con¬ 
cerning  the  distribution  of  the  remainder  of  $638,238.52, 
and  a  statement  showing  the  names  of  those  participating 
and  the  payments  to  each  was  furnished  by  Mr.  F.  A. 
Stevens,  Treasurer,  with  the  request  that  same  be  con¬ 
sidered  confidential.  This  list  showed  that  an  amount  of 
$629,538.52  was  distributed  among  122  persons,  the  dif¬ 
ference  of  $8,700.00  being  caused  by  a  variation  between 
fiscal  and  calendar  years. 

The  entire  amount  of  contingent  salaries  is  recom¬ 
mended  for  elimination  for  the  purposes  of  this  report, 
first,  because  it  was  a  distribution  of  net  earnings  and, 
second,  for  the  reason  that  it  was  not  shared  by  all  em¬ 
ployees  and,  therefore,  did  not  follow  the  salary  base  for 
distribution  of  general  overhead  expense. 

[R.  p.  2273]  Investigation.  Reference  to  Statement  No.  9, 
page  33,  shows  that  this  classification  of  general  overhead 
expenses  amounted  to  more  than  $200,000  per  annum  during 
the  five  year  period  1928-1932.  These  expenses  represent 
the  costs  of  maintaining  district  offices  of  the  organization 
at  key  points  in  the  United  States  and  a  Paris,  France, 
office  in  the  years  1929,  1930  and  1931. 
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(Excerpts  from  Commission’s  Exhibit  4.) 

The  following  description  of  the  functions  of  the  district 
offices  was  furnished  by  Mr.  F.  A.  Stevens,  Treasurer. 

“The  District  Offices  of  Stone  &  Webster  Engi¬ 
neering  Corporation  perform  an  important  function 
in  the  business  of  the  organization.  They  maintain 
close  contact  with  all  the  clients  in  their  district  for 
whom  construction  operations,  report  appraisals, 
and  consulting  engineering  work  are  being  carried 
on  by  the  Corporation  acting  in  liaison  capacity  be¬ 
tween  the  client’s  organization  and  our  Headquar¬ 
ters  Offices. 

“The  District  Offices  in  addition  perform  an  im¬ 
portant  function  in  the  solicitation  of  new  business 
through  the  maintaining  of  important  contact  with 
past  and  prospective  clients,  the  following  up  of  new 
business  leads  which  come  to  their  attention  or  are 
referred  to  them  from  Headquarters  Offices  or  their 
District  Offices  and  in  the  negotiation  for  new  work.” 

Statement  No.  10,  page  39,  is  a  comparative  summary 
of  the  recorded  investigation  expenses  for  the  five  years 
1928  to  1932,  subdivided  by  individual  district  and  head¬ 
quarters  offices. 

Statement  No.  11,  page  40,  shows  the  nature  of  charges 
to  investigation  expense  for  the  year  1930,  by  individual 
offices.  Detailed  examination  of  these  recorded  expenses 
for  the  year  1930  showed  that  much  of  the  expense  was 
incurred  in  connection  with  the  solicitation  of  new  business, 
and  further  that  it  would  be  difficult  to  assign  any  definite 
portion  of  other  expenses  to  the  Rock  Island  project.  For 
example,  the  majority  of  the  charges  classed  as  “consulting 
engineering  ledger”  represent  services  and  expenses  in 
connection  with  an  investigation  of  a  proposed  merchandise 
[R.  p.  2276]  mart  for  the  terminal  railroad  association  of 
St.  Louis,  Missouri.  Traveling  and  living  expenses  include 
large  amounts  for  moving  expenses  of  employees  and  their 
families,  for  example  from  Buenos  Aires,  South  America, 
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to  New  York,  and  expenses  in  connection  with  prospective 
clients.  An  amount  of  $8,249.97  represents  one-half  of  the 
cost  to  Stone  &  Webster  and  Blodget,  Inc.  of  an  investiga 
tion  and  report  on  Mexican  hydroelectric  power.  The  ex 
pense  of  maintaining  a  branch  office  in  Paris,  France,  wa 
also  shared  with  Stone  &  Webster  and  Blodget,  Inc. 

In  view  of  the  above  explanations  and  the  apparent  lack 
of  association  with  the  Rock  Island  project,  the  entire 
amount  of  this  class  of  expense  is  recommended  for  elimina¬ 
tion  in  the  determination  of  allowable  project  costs. 

Advertising.  Reference  to  Statement  No.  9,  page  33, 
shows  that  advertising  expense  for  the  years  1928  to  1932, 
both  inclusive,  averaged  about  $93,000.00  per  annum. 

Statement  No.  12,  page  42,  is  a  comparative  summary 
of  the  various  classes  of  charges  to  advertising  expense  for 
each  of  the  years  1928  to  1932.  It  appeared  that  the  general 
advertising  program  was  conducted  by  Boston  agencies  on 
a  commission  or  fee  basis.  During  the  years  1928  and  1929 
and  the  first  six  months  of  1930,  one-sixth  of  the  recorded 
advertising  expenses  was  billed  to  Stone  &  Webster,  Incorf 
porated  and  a  like  amount  to  Stone  &  Webster  Service  Corf 
poration  or  its  predecessor  division.  Effective  as  of  Jul^f 
1,  1930,  the  agency  contract  was  revised  so  that  the  engi¬ 
neering  corporation  paid  only  for  its  exclusive  copy. 

In  addition  to  the  general  agency  advertising,  the  re¬ 
corded  charges  include  special  publications,  moving  picture 
films  of  the  Conowingo  hydroelectric  development  and  other 
contract  jobs,  Japan  advertising,  signs  and 


[R.  p.  2278]  miscellaneous  other  items. 

It  appeared  that  the  majority  of  these  charges  were 
either  in  connection  with  the  solicitation  of  new  business  ir. 
the  nature  of  good  will  advertising  or  were  of  such  a  nature 
as  to  preclude  definite  association  with  the  Rock  Island 
project.  For  those  reasons  the  entire  amounts  are  recom¬ 
mended  for  elimination  in  the  determination  of  allowable 
overhead  costs. 


452 


(Excerpts  from  Commission’s  Exhibit  4.) 

General  Expense.  The  recorded  general  expenses  of 
iStone  &  Webster  Engineering  Corporation  and  its  pred¬ 
ecessor  division  varied  between  limits  of  approximately 
$56,000.00  in  the  year  1932  and  $267,000.00  in  the  year  1928, 
as  shown  by  Statement  No.  9,  page  33. 

A  comparative  summary  of  recorded  general  expenses, 
by  years  and  by  classes  of  charges,  is  shown  by  Statement 
No.  13,  page  44.  This  statement  shows  that  Boston  and 
New  York  office  charges  accounted  for  the  relatively  high 
totals  of  general  expense  for  both  the  years  1928  and  1929. 
Although  these  particular  items  were  not  analyzed  it  was 
understood  that  they  represented  charges  for  use  of  joint 
facilities  of  the  Stone  &  Webster  organization  at  both  the 
Boston  and  New  York  offices.  A  copy  of  the  billing  details 
for  joint  facilities  expense  of  the  Boston  office  for  the  month 
of  December  1928  is  shown  on  the  following  page. 

The  item  of  cessation  salaries  was  the  largest  single 
item  of  expense  and  covered  payments  to  officers  and/or 
employees  upon  discontinuance  of  their  services.  The  time 
allotted  to  this  assignment  did  not  permit  an  analysis  of 
payrolls  and  related  items  such  as  bonus  and  cessation  pay¬ 
ments,  but  it  was  understood  that  the  cessation  salaries  in¬ 
cluded  relatively  large  payments  to  district  managers  and 
others  whose  duties  were  not  associated  with  the  Rock  Island 
project.  The  entire  amount  of 

•  *  •  •  • 

[R.  p.  2281]  cessation  salaries  has  been  recommended  for 
elimination  and  further  consideration. 

Analysis  of  the  1930  item  of  general  expense  described 
as  “contracts”  showed  that  an  amount  of  $2,000.00  was 
paid  to  the  Boston  Woven  Hose  &  Rubber  Company  for 
expenditures  incurred  in  repairing  concrete  structures 
which  were  built  by  the  Stone  &  Webster  organization  be¬ 
tween  the  years  1915  and  1917.  This  item  is  recommended 
for  elimination  from  overhead  costs  as  having  no  connection 
whatever  with  the  Rock  Island  project.  Detailed  analyses 
of  “contracts”  and  “miscellaneous”  items  of  general  ex- 
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pense  in  other  years  might  reveal  other  expenditures  of  a 
similar  nature. 

Another  important  class  of  recorded  general  expense  in 
the  year  1930  was  that  of  joint  facilities  at  the  New  York 
office,  which  was  further  subdivided  as  follows: 

Joint  Facilities 
New  York  Office 


Description  Y  ear  1930 

Secretarial  and  Clerical  Services .  $  5,000.00 

Accounting  Services  .  1,800.00 

Office  Secretary .  641.33 

Switchboard  Facilities . < .  4,005.54 

Mailing  Facilities  .  4,494.60 

Office  Boys  Facilities .  5,289.46 

Office  Managers  Facilities .  3,476.98 

Unclassified  (Paid  in  1931) .  (239.08) 


Total  .  $24,468.83 


(  )  Denote  red  figure 

Company  officials  stated  that  the  above  items  represent 
monthly  allocations  of  actual  expenses  and  that  the  bases 
of  allocation  were  believed  to  be  equitable. 

[R.  p.  2282]  The  remaining  items  of  recorded  general  ex¬ 
penses  for  the  years  1928  to  1932  were  believed  to  be  self- 
explanatory. 

Other  Operating  Expenses.  Statement  No.  9,  page  33, 
shows  that  the  recorded  totals  of  other  operating  expenses 
averaged  approximately  $550,000.00  per  annum  during  the 
period  1928  to  1932,  and  that  the  annual  amounts  varied 
widely  from  $377,000.00  in  1932  to  $735,000.00  in  1930. 

Statement  No.  14,  page  48,  is  a  comparative  summary 
of  other  operating  expenses  as  recorded  for  the  years  1928 
to  1932,  both  inclusive.  The  1930  accounts  were  analyzed 
in  considerable  detail  and  the  results  of  the  examination 
are  contained  in  the  following  paragraphs. 
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Auditors — This  classification  of  other  operating  ex¬ 
penses  for  1930  covered  payments  of  $6,329.25  to  Niles  and 
Niles  for  services  rendered  in  examining  the  books,  accounts 
and  records  of  Stone  &  Webster  Engineering  Corporation 
for  the  year  ended  December  31,  1929  and  for  the  first 
nine  months  of  1930.  It  was  understood  that  the  auditing 
firm  of  Messrs.  Lvbrand,  Ross  Bros.  &  Montgomery  con¬ 
ducted  the  annual  audits  in  subsequent  years. 

Beneficial  payments — An  amount  of  $10,318.22  was 
charged  to  this  account  during  1930  and  included  the  fol¬ 


lowing  classes  of  items: 

Beneficial 

Payments 

Description  Year  1930 

Massachusetts  Institute  of  Technology . $  5,000.00 

Philadelphia  Business  Progress  Associa¬ 
tion  .  1,000.00 

Employees  Relief  Fund  Committee .  1,500.00 

Community  Fund — St.  Louis,  Mo .  500.00 

Bricklayers  I.  U.  of  A .  100.00 

Payments  to  former  employees,  their 

widows,  etc .  1,955.47 

Christmas  gifts  to  Railroad  Ticket  Agents, 

etc .  165.00 

Other  .  97.75 

$10,318.22 

*  •  •  •  • 


[R.  p.  2284]  The  principal  item  of  beneficial  payments  was 
the  payment  of  $5,000.00  to  Massachusetts  Institute  of 
Technology  in  accordance  with  a  five  year  contract,  a  copy 
of  which,  together  with  explanatory  letter,  is  quoted  here¬ 
with: 
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* 1  Stone  &  Webster  Engineering  Corporation 

Executive  April  3,  1930 

Massachusetts  Institute  of  Technology, 

Division  of  Industrial  Cooperation  &  Research, 
Cambridge,  Massachusetts. 

Attention  Mr.  C.  L.  Norton,  Director  j 

Dear  Sir:  | 

We  wish  to  acknowledge  receipt  of  your  letter  of 
January  7,  to  Mr.  Webster,  requesting  a  renewal  of 
the  contract  which  we  entered  into  with  your  De¬ 
stitute  in  January,  1925  for  a  period  of  five  years, 
and  say  that  we  are  pleased  to  avail  ourselves  of 
the  services  offered  for  a  further  period  of  five  years, 
to  December  31, 1934. 

We  return  herewith  executed  copy  of  the  agreep 
ment  for  your  files,  together  with  a  check  fot 
$5,000.00,  covering  the  installment  due  for  the  year 
1930. 

Yours  very  truly, 


Geo.  C.  England, 

Vice  President  and  Treasurer 


Enclosures 

FAS-MA” 


[R.  p.  2285]  “  Massachusetts  Institute  op  Technology 

Cambridge,  Mass. 

Agreement  made  this  second  day  of  January,  1930  be¬ 
tween  Stone  &  Webster  Engineering  Corporation,  herein¬ 
after  referred  to  as  the  Company,  and  the  Massachusetts 
Institute  of  Technology. 

The  Company  agrees  to  pay  to  the  Massachusetts  Insti¬ 
tute  of  Technology  a  retainer  of  twenty-five  thousand  dol- 1 
lars  in  five  annual  installments  of  $5,000.00,  payable  on  the 
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second  day  of  January  of  each  year  from  1930  to  1934, 
inclusive. 

The  Massachusetts  Institute  of  Technology  agrees  to 
make  available  to  the  Company  from  January  2,  1930  to 
December  31,  1934,  inclusive,  its  library  and  reference  files 
and  to  furnish  the  assistance  of  the  library  staff  in  obtain¬ 
ing  information.  It  agrees  to  arrange  through  its  Division 
of  Industrial  Cooperation  and  Research  for  conferences 
between  members  of  its  technical  staff  and  representatives 
of  the  Company  on  problems  or  researches  pertaining  to 
the  business  of  the  Company. 

The  Massachusetts  Institute  of  Technology  further 
agrees  that  in  case  the  Company  at  any  time  during  the 
period  covered  by  the  Contract  should  have  special  techni¬ 
cal  problems  requiring  extended  consultations,  investiga¬ 
tions,  tests,  or  research  work,  it  will  advise  the  Company 
where  this  service  can  best  be  obtained.  If,  in  the  judgment 
of  the  Massachusetts  Institute  of  Technology,  this  service 
can  best  be  rendered  by  members  of  its  staff  or  in  its  labora¬ 
tories,  it  agrees  to  assist  the  Company  in  planning  the 
work  and  to  supervise  its  execution.  The  expenses  of  the 
work  shall  be  borne  by  the  Company  and  the  sum  to  be 
expended  in  connection  with  it  shall  be  mutually  agreed 
upon  before  the  work  is  undertaken, 
i  The  Massachusetts  Institute  of  Technology  further 
agrees  to  maintain  a  record  of  the  qualifications,  experience 
and  special  knowledge  of  its  alumni  that  shall  be  as  com¬ 
plete  as  practicable,  and  upon  request  to  advise  and  assist 
the  Company  to  obtain: 

Information  as  to  where  such  knowledge  and  experience 
are  available. 

Information  regarding  men  for  special  problems. 

Information  regarding  men  for  permanent  employment. 

The  Massachusetts  Institute  of  Technology  further 
agrees  to  maintain  a  list  of  undergraduates  who  may  wish 
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positions  [E.  p.  2286]  upon  graduation ;  to  advise  the  Com¬ 
pany  npon  request  as  to  the  records  and  qualifications  of 
these  men,  and  to  arrange  for  interviews  with  them. 

Stone  &  Webster  Engineering  Corporation 
by  (Signed)  J.  H.  [Manning 

President 

Massachusetts  Institute  of  Technology 
by  (Signed)  Horace  S.  Ford 

Bursar,, 

•  •  •  *  # 

I 

[E.  p.  2289]  The  remaining  items  of  beneficial  payments 
recorded  in  1930  are  believed  to  be  self-explanatory.  Since 
a  considerable  amount  of  the  total  was  in  the  nature  of 
contributions  and  donations  not  directly  associated  with  the 
Rock  Island  project,  the  entire  account  is  recommended  for 
elimination  for  the  purposes  of  this  report. 

Employees  Welfare.  Charges  to  this  account  amounted 
to  $24,714.57  in  the  year  1930  and  examination  of  supportingj 
records  showed  that  these  charges  covered  the  following 


classes  of  items: 

Employees' 

Welfare 

Description  Year  1930 


Partial  cost  of  annuity  for  retired 

employee .  $  7,559.27 

Lump  sum  payment  to  retired  em¬ 
ployee  .  5,000.00 

Allowance  for  services — deceased  em¬ 
ployee  .  2,425.00 

Doctors  Service  (Boston  Office  Joint 

Expense) .  4,026.61 

Christmas  gifts  to  employees  (Gold)  3,905.00 

Other  gifts — engraved  bowls  and 

clocks  .  1,014.96 

Flowers .  261.50 

Employee  Activities  (Baseball  Club)  150.00 

Other  .  372.23 

Total .  $24,714.57 
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[R.  p.  2290]  In  view  of  the  above  descriptions  of  employees 
^welfare  expense  and  the  lack  of  definite  association  with 
the  Rock  Island  project,  the  entire  amounts  are  recom¬ 
mended  for  elimination  for  the  purposes  of  cost  determi¬ 
nation. 

Entertainment.  This  class  of  overhead  expense  aver¬ 
aged  approximately  $1,100  per  annum  for  the  five  year 
period  under  review.  Examination  of  the  recorded 
expenses  for  the  year  1930  showed  that  the  largest  single 
item  of  expense  was  an  amount  of  $576.87  for  one-half  of 
the  expense  incurred  in  an  inspection  trip  and  visit  of 
'members  of  the  American  Society  of  Civil  Engineers  to  a 
construction  project  near  Eldon,  Missouri.  The  other  one- 
half  of  this  item  of  expense  was  borne  by  the  client,  Union 
Electric  Light  &  Power  Company.  The  balance  of  enter¬ 
tainment  expense  for  1930  included  expenses  of  J.  H. 
Manning,  president,  in  New  York,  N.  Y.,  and  other  mis¬ 
cellaneous  items.  None  of  these  expenses  appeared  to  bear 
any  relation  to  the  Rock  Island  project,  and  the  entire 
amounts  are  recommended  for  elimination. 

•  •  •  •  • 

[R.  p.  2293]  Publicity.  This  account  was  charged  with 
joint  facility  expenses  of  the  personnel  department  and  for 
the  net  costs  of  publishing  the  Stone  &  Webster  Journal. 

'  During  the  year  1930  Stone  &  Webster  Engineering  Cor¬ 
poration  was  billed  a  total  amount  of  $6,936.23  which  rep- 
1  resented  25  percent  of  the  personnel  department  expense 
and  another  amount  of  [R.  p.  2294]  $11,823.66  which  rep¬ 
resented  30  percent  of  the  net  costs  of  publishing  the  Stone 
1  &  Webster  Journal,  which  publication  was  issued  monthly 
by  Stone  &  Webster,  Incorporated.  Specimen  copies  were 
furnished  for  examination,  and  it  was  found  that  each 
volume  contained  approximately  150  pages  of  printed  arti¬ 
cles  on  a  wide  variety  of  subjects  and  included  many  illus- 
1  trations.  It  appeared  that  there  was  no  relation  between 
the  contents  of  the  publication  and  the  Rock  Island  project 
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and  the  entire  amount  has  been  recommended  for  eliminU 
tion. 

#  •  *  •  • 

[R.  p.  2298]  Taxes.  The  total  amount  of  taxes  charged  to 
general  overhead  expense  varied  between  limits  of  $60,786.61 
in  1932  and  $225,569.57  in  1930,  the  wide  differences  being 
due  largely  to  the  amounts  of  Federal  income  tax  payable. 
The  classification  of  tax  expense  for  the  year  1930  is  shown 
by  the  following  tabulation: 

Amount 

Description  Year  1930 

Federal  income  tax  (accrual) _  $175,368.18 

Massachusetts  taxes  (accrued  and  paid)  43,166.22 
Miscellaneous  State  taxes  (paid) _  7,035.17 

Total .  $225,569.57 


The  item  of  provision  for  Federal  income  tax  was  pro¬ 
posed  for  elimination  by  the  cost  study  of  Messrs.  Lybrand, 
Ross  Bros.  &  Montgomery,  and  the  writer  has  recommended 
the  further  elimination  of  the  amount  of  $7,035.17  for  mis¬ 
cellaneous  State  taxes.  An  analysis  of  this  account  showed 
that  the  expenditures  represented  registration  fees,  license 
taxes,  income  taxes,  franchise  taxes,  etc.  in  many  States 
and  were  believed  to  bear  no  relation  to  the  Rock  Island 
project.  Similar  details  were  not  [R.  p.  2299]  readily  avail¬ 
able  for  other  years  and  no  further  eliminations  have  been 
made. 


Travel.  The  amounts  of  travel  expense  which  were 
charged  to  the  general  overhead  expense  of  Stone  &  Web¬ 
ster  Engineering  Corporation  averaged  almost  $12,000.00 
per  annum  during  the  period  under  review.  In  the  year 
1930  the  recorded  travel  expense  was  $15,984.05  and  ap¬ 
proximately  $5,600.00  of  this  amount  represented  expenses 
incurred  in  moving  employees  and  their  families  from  one 
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job  or  branch  office  to  another.  Other  travel  expenses 
included  many  trips  between  the  Boston  and  New  York 
offices,  $1,500.00  for  six  months’  apartment  rent  in  Boston, 
and  many  other  items.  Lacking  definite  association  with  the 
Rock  Island  project,  the  entire  amounts  charged  to  this 
account  are  recommended  for  elimination  for  the  purposes 
of  this  report. 

*  •  •  •  • 


pB.  p.  2302]  CHAPTER  m 

Stone  &  Webster  Service  Corporation 

Introduction. 

Stone  &  Webster  Service  Corporation  was  organized  to 
take  over  the  functions  of  the  operating  or  management 
division  of  Stone  &  Webster,  Incorporated,  as  of  July  1, 
1929.  The  predecessor  division  had  been  continuously  en¬ 
gaged  in  the  supervision  of  public  utility  and  other  enter¬ 
prises  since  1890. 

The  period  during  which  management  or  supervision 
fees  are  the  subject  of  discussion  in  this  report  extends 
from  January  1, 1927  to  April  30, 1931,  at  which  latter  date 
these  servicing  functions  were  transferred  to  another 
affiliate,  Engineers  Public  Service  Company,  Inc. 

•  •  •  •  • 


Advertising.  This  class  of  expense  totalled  $81,223.94 
during  the  period  from  January  1,  1927  to  April  30,  1931, 
and  the  annual  charges  varied  from  $5,682.22  in  1927  to 
$31,197.60.  The  principal  source  of 

•  •  •  •  • 


461 


FEDERAL  POWER  COMMISSI  OH 
Bureau  of  Accounts,  Finance  and  Bate* 
D1 vision  of  Accounts 


[K.  p.  2329] 

PROJECT  HO.  9U3  -  ROCK  ISLAND 
PUGET  SCUBD  POWER  A  LI  (ST  00. 


STONE  &  WEBSTER  SERVICE  CORPORATION  (S,  H„  INC,  OPERATING  DIVISION  PRIOR  TO  JULY  1.  1929) 
STATEMENT  OF  PROPOSED  ELIMINATIONS  OF  PROFIT  AND  CERTAIN  RECORDED  EXPENSES 


Tear  1927 _  _ Year  1928 _  _ Tear  1929 _  _ Tear  1930 _  Jan.  1  to  tor.  30.  1931  _ Total _ 

* of  Gross  *  of  Gross  *  of  Gross  £  of  Cross  I  * of  Gross  *  of  Gross 


; 

Amount 

Earnings 

Amount 

Earnings 

Amount 

Earnings 

Amount 

Earnings 

Amount 

Earnings 

Amount 

Earnings 

1. 

Gross  Earnings 

$2,146,011.20 

100.  * 

$2,131^2^ 

100.  * 

$2,223,081.16 

100.  * 

$2,163,219.70 

100.  * 

♦66s.9s9.71 

100.  * 

$9,332,625.30 

100.  * 

Expenses  -  As  Recorded 

837,024.46 

174f275.S7 

300,097.11 

^■576.55 

1.325.974.09 

880,379.50 

189.873.77 

282,399.36 

_ 9.789.58 

1.362.442.21 

974.817.34 
275.933-51 
131.92‘*-12 
51.035*29 
1.433 .110.26 

921,181.62 
350.597.65 
3,600.00 
-  115.305.09 
1.390.684.36 

319.014.8u 

87.609,45 

1,200.00 

40.592.94 

448.417.23 

3.931.817.76 

1.078.290.25 

719.220.59 

_  ?31,,239.g 
5.960.628.15 

2. 

3. 

4. 

5. 

6. 

Payroll 

Other  Expenses 

Indirect  Expenses 

Taxes 

Total 

63.«7# 

Eliminations  Proposed  "by  Ly brand,  Ross  Bros.  A  Montgomery 
from  Recorded  Expenses 

46,891.74 

9.508.64 

6.515.79 

1,431.44 

✓ 

97.066.07 

12,512*93 

U2.213.54 

9.197.2U 

1.893.52 

U, 503.22 

29.799.86 

1U.151.74 

2.537.84 

645.92 

173.757.67 

38.259.02 

62.881.07 

13.166.52 

2.374.35 

645.92 

4.503.22 

7. 

8. 

9- 

10. 

11. 
12. 
13. 

Provision  for  Federal  Income  Tax 

Intercompany  Profit  in  Rent  at  49  Federal  St.,  Boston 

Private  Accounting  -  Salaries 

Private  Accounting  -  Expenses 

Interest 

Moving  Expense 

Stationery  and  Printing  Dept.  Ejqpense  Billed 

9.636.21 

480.83 

6,601.24 

14. 

Total 

10,117.04 

6,601.24 

64,347.61 

167.386.52 

47.135.36 

295.587.77 

15. 

Expenses  After  Eliminations  Proposed  by  L.  R.  B.  A  U. 

(Line  6  minus  line  14) 

1,315.857.05 

61.32* 

1.355.840.97 

63.61 *  ' 

1.368.762.65 

61*5791 

1*223.297.84 

56.55# 

401.281.87 

59.98# 

3,665.040.38 

60.70* 

Elimination*  Proposed  by  F.P.C.  Examiner  of  Accounts  in  Addition 
to  the  Eliminations  Proposed  by  L.  R.  B.  A  M, _ _ 


16. 

Advertising 

5,682.22 

29,387.99 

31.197.60 

14,206.13 

750.00 

81,223.94 

17. 

Beneficial  Payments 

253.53 

465.1*0 

10.347.50 

88.62 

20.00 

11,175.05 

18. 

Employees'  Welfare 

9,808.20 

31,774.28 

7.417.77 

4,540.00 

117. 08 

53.657.33 

19. 

Entertainment 

549.43  . 

448.25 

38.27 

23.32 

103.50 

1.168.77 

20. 

Investigation 

5-00 

559.23 

1.893.52 

1.097.U 

3.554.86 

21. 

Publicity  -  Stone  A  Webster  Journal 

' 

17,017.08 

17,017.08 

22. 

Travel  Expense 

6.043.47 

5.608.14 

2.628.78 

8*731.83 

_ 966.79 

23.979.01 

23- 

Total 

22.341.85 

67, 684.06 

52.189.15 

46.500.50 

3.054.48 

191.770.04 

24. 

Expense*  After  All  Eliminations  Propossd  Above 

(Line  6  minus  lines  14  »n*  23) 

1.293.515.20 

60.28* 

1,288,156.91 

60.41* 

1.316.573.50 

59.22# 

1.176.797.31* 

54.40# 

398,227.39 

59.53# 

5.473.270.34 

58.69# 

25- 

Hot  Earnings  After  Eliminations  Proposed  by  L.  R.  B.  A  M. 

• 

(Line  1  minus  line  15) 

830.154.15 

38.6a* 

775.U88.56 

36.39# 

*5>».318.51 

38.43# 

939.921.86 

43.45# 

867.707.tu 

40.02* 

3,667,584.98 

39.30# 

26. 

Net  Earnings  After  All  Eliminations  Proposed  Above 

- 

(Line  1  minus  line  24) 

$  852,496.00 

39.72# 

$  843,166.62 

39.56# 

»  906.507.66 

40.78# 

♦  986,488.36 

45.60# 

$270,762.32 

40.47# 

*3.859.35^.96 

41.35# 
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[E.  p.  2330]  advertising  expense  was  the  billing  by  Stone  & 
Webster  Engineering  Corporation  of  one-sixth  of  its  total 
advertising  expense  as  described  in  Chapter  II.  It  was  be¬ 
lieved  that  the  major  part  of  advertising  expense  was  appli¬ 
cable  to  new  business  expense,  and  as  the  licensee  was  under 
term  contract,  this  class  of  expense  has  been  recommended 
for  elimination. 

i  Auditors.  The  only  charge  of  importance  to  this  account 
was  recorded  in  the  year  1930  and  represented  payments  to 
Niles  and  Niles  for  auditing  service. 

!  Beneficial  payments.  The  principal  charge  to  this  ac¬ 
count  was  recorded  in  the  year  1929  and  included  the  pay¬ 
ment  of  $10,000.00  to  reimburse  an  employee  for  loss  to  him 
resulting  from  burglary  at  the  Seattle  office.  Although  the 
remainder  of  charges  to  this  account  were  relatively  unim¬ 
portant  and  were  not  analyzed,  the  entire  classification  of 
expense  is  proposed  for  elimination  and  further  considera¬ 
tion. 

Employees’  Welfare.  This  class  of  expense  amounted  to 
$53,657.33  during  the  period  under  review,  the  charges  for 
the  year  1928  alone  amounting  to  $31,774.28.  Examination 
of  the  principal  charges  to  this  account  showed  that  same 
were  for  Christmas  donations  to  employes.  The  charges 
for  the  year  1930  also  included  traveling,  hospitalization, 
related  expenses,  etc.,  none  of  which  appeared  to  have  any 
association  with  the  licensee.  In  view  of  the  foregoing  de¬ 
scription,  the  entire  amount  of  this  class  of  expenses  is  pro¬ 
posed  for  elimination. 

i  Entertainment.  This  class  of  expense  was  relatively  un¬ 
important  for  the  year  1930  but  amounted  to  $1,162.77  dur¬ 
ing  the  period  under  review.  The  entire  amount  is  recom¬ 
mended  for  elimination  for  the  purposes  of  this  report. 

[R.  p.  2331]  Investigation.  A  total  amount  of  $3,554.86  was 
charged  to  this  account  during  the  period  under  review, 
and  the  charges  for  1930  amounted  to  $1,893.52.  This  latter 
item  was  described  as  services,  overhead  and  expenses  in 
connection  with  “Auburndale  investigation”.  It  was  be- 


463 


(Excerpts  from  Commission’s  Exhibit  4.) 

lieved  that  this  item,  as  well  as  other  charges  to  this  account, 
was  in  the  nature  of  new  business  expense  and  the  entire 
amount  is,  therefore,  proposed  for  elimination. 

•  •  *  *  * 

Publicity.  This  account  was  opened  in  July  1929  to  re¬ 
ceive  inter-company  charges  from  Stone  &  Webster,  Incor¬ 
porated,  for  a  proportion  of  services  of  the  personnel  de¬ 
partment  and  a  share  of  the  net  cost  of  publishing  the  Stone 
&  Webster  Journal.  The  latter  items  was  a  monthly  publi¬ 
cation,  and  an  examination  of  specimen  copies  showed  that} 
the  subject  matter  of  printed  articles  was  very  general  and 
lacking  association  with  the  licensee.  An  analysis  of  the 
1930  charges  showed  that  the  service  corporation  was 
charged  with  an  amount  of  $17,017.08,  which  was  40  per¬ 
cent  of  the  net  cost  of  this  publication.  Elimination  of  this 
amount  has  been  recommended  and  examination  of  the 
accounts  for  other  periods  would  show  additional  amounts 
of  this  nature. 

1  ! 

•  #  •  *  * 

Travel.  Charges  to  this  account  amounted  to  $23,979.01 
during  the  period  under  review,  and  the  charges  for  the  year 
1930  amounted  to  $8,731.83.  Examination  of  the  latter  item 
showed  that  the  principal  charges  therein  represented  mov¬ 
ing  expenses  of  employees  and  their  families,  examples  of 
which  are  listed  below : 


Description  Amount 

P.  M.  Wentworth — Jacksonville,  Fla. 

to  Boston .  $1,821.64 

J.  F.  McLaughlin — Fort  Worth,  Texas, 

to  Boston .  1,737.16 

S.  P.  McFadden — Scots  Bluff,  Ne¬ 
braska,  to  Boston .  1,279.85 

Total .  $4,838.65 
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Since  these  items,  which  constituted  a  major  portion  of 
the  total  expense,  did  not  appear  to  be  related  to  operations 
of  the  licensee,  the  entire  account  has  been  proposed  for 
elimination. 

A  summary  of  all  proposed  eliminations  from  the  re¬ 
corded  expenses  of  Stone  &  Webster  Service  Corporation 
is  shown  by  Statement  No.  20,  page  94,  and  the  effect  of  all 
proposed  eliminations  on  engineering  overheads  and  fees 
for  engineering  construction  and  management  service  is 
shown  in  Chapter  I  at  page  11. 


(Sgd.)  Andrew  W.  Wilcox 


Andrew  W.  Wilcox 
Chief  Examiner  of  Accounts. 


Approved : 

(Sgd.)  Chas.  W.  Smith 

Chas.  W.  Smith,  Chief 
Bureau  of  Accounts,  Finance  and  Rates. 


Excerpts  from  Federal  Power  Commission  License 
No.  943,  issued  to  Washington  Electric 
Company,  January  21,  1930. 

•  •  #  *  * 


[R.  p.  2521]  THE  FEDERAL  POWER 

COMMISSION. 

License  on  Navigable  Waters. 

I  Project  No.  943 

Washington 

Washington  Electric  Company 

Whereas,  by  Act  of  Congress,  approved  June  10,  1920 
(41  Stat.,  1063)  designated  therein  as  “The  Federal  Water 
Power  Act”  and  hereinafter  called  “the  Act,”  the  Federal 
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Power  Commission,  hereinafter  called  “the  Commission,” 
is  authorized  and  empowered,  inter  alia,  to  issue  licenses  foif 
the  purpose  of  constructing,  operating,  and  maintaining 
dams,  water  conduits,  reservoirs,  power  houses,  transmisf 
sion  lines,  or  other  project  works  necessary  or  convenient 
for  the  development,  transmission  and  utilization  of  power 
across,  along,  from  or  in  any  of  the  navigable  waters  of  the 
United  States,  or  upon  any  part  of  the  public  lands  and 
reservations  of  the  United  States  (including  the  TerrU 
tories),  or  for  the  purpose  of  utilizing  the  surplus  water  oif 
water  power  from  any  Government  dam ;  and  ! 

Whereas,  Washington  Electric  Company,  hereinafter 
called  “the  Licensee,”  a  corporation  organized  and  existing 
under  the  laws  of  the  State  of  Maine  and  having  its  offic^ 
and  principal  place  of  business  in  the  city  of  Seattle,  in  th4 
State  of  Washington,  has  [R.  p.  2522]  made  application  ij 
due  and  proper  form  to  the  Commission  for  a  license  for  a 
power  project  designated  as  Project  No.  943  on  the  records 
of  the  Commission,  and  for  authority  to  construct,  maintain 
and  operate,  at  Rock  Island,  in  Columbia  River,  in  the 
vicinity  of  Wenatchee,  in  the  Counties  of  Douglas  and 
Chelan,  State  of  Washington,  certain  project  works,  as 
hereinafter  described,  necessary  or  convenient  for  the  de¬ 
velopment  and  improvement  of  navigation  and  for  th^ 
development,  transmission  and  utilization  of  power  across] 
along,  from  and  in  navigable  waters  of  the  United  States  a 
and 


Whereas,  the  Licensee  has  submitted  to  the  Commission 
satisfactory  evidence  of  its  compliance  with  the  laws  of  thd 
State  of  Washington,  as  required  by  Section  9,  subsection 
(b)  of  the  Act,  and  the  Commission  is  satisfied  as  to  the 
ability  of  the  Licensee  to  carry  out  the  plans  for  said  project 
as  filed  with  said  application ;  and 

Whereas,  notice  of  said  application  has  been  given  and 
published  by  the  Commission,  as  required  by  Section  4  of 
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the  Act;  full  opportunity  has  been  given  to  all  interested 
parties  to  be  heard,  and  no  application  for  said  project,  or 
in  conflict  therewith,  has  been  filed  by  any  State  or  munici¬ 
pality;  and 

Whereas,  the  maps,  plans  and  specifications  of  said 
project  and  of  said  project  works,  as  hereinafter  described, 
have  been  approved  by  the  Commission,  and  the  plans  of  the 
dam  and  other  structures  affecting  navigation  have  been 
approved  by  the  Chief  of  Engineers  and  the  Secretary  of 
War;  and 

[R.  p.  2523]  Whereas,  the  Commission  has  found  that  said 
project,  as  hereinafter  described,  will  be  best  adapted  to  a 
i  comprehensive  scheme  of  improvement  and  utilization  of 
said  waterway  for  the  purposes  of  navigation,  of  water 
power  development  and  other  beneficial  public  uses ;  and 

Whereas,  the  Commission  did  on  the  16th  day  of  October, 
1929,  find  that  the  contemplated  improvement  is  desirable 
and  justified  in  the  public  interest  for  the  purpose  of  im¬ 
proving  or  developing  a  waterway,  namely,  said  Columbia 
River,  for  the  use  or  benefit  of  interstate  and  foreign  com¬ 
merce,  a  certified  copy  of  the  records  of  the  Commission 
'  containing  such  finding  being  hereto  attached ;  and 

Whereas,  the  Licensee,  on  the  17th  day  of  January,  1930, 

'  pursuant  to  an  authorization  of  its  board  of  directors,  a 
copy  of  the  record  thereof  being  hereto  attached,  accepted 
i  in  writing  all  the  terms  and  conditions  of  the  Act  and  of  this 
license ; 

Now,  Therefore,  the  Commission  hereby  issues  this 
license  to  the  Licensee  for  the  purpose  of  constructing, 
operating  and  maintaining  certain  project  works  necessary 
or  convenient  for  the  development  and  improvement  of 
navigation  and  for  the  development,  transmission  and  utili¬ 
zation  of  power  across,  along,  from  or  in  the  Columbia 
River,  navigable  waters  of  the  United  States,  and  consti- 
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tilting  a  part  of  the  project  hereinafter  described;  said 
license,  including  the  period  thereof,  being  subject  to  all  th 
terms  and  conditions  of  the  Act  and  of  the  rules  and  regu¬ 
lations  of  the  Commission  pursuant  [E.  p.  2524]  thereto  as 
amended  and  made  effective  on  the  first  day  of  May,  1928, 
as  though  fully  set  forth  herein,  which  said  rules  and  regu¬ 
lations  are  attached  hereto  and  made  a  part  hereof,  and 
being  subject  also  the  following  express  conditions  an 
limitations,  to  wit: 


[E.  p.  2527]  Article  6.  Subject  to  the  provisions  of  Section 
13  of  the  Act,  the  Licensee  shall  begin  the  construction  of 
said  project  works  within  one  (1)  year  from  the  date  of  the 
issuance  hereof;  shall  in  good  faith  and  with  due  diligence 
prosecute  such  construction  and  shall  complete  the  initial 
installation  of  84,000  horsepower  within  three  (3)  years 
from  said  date;  and  shall  raise  the  dam  and  install  addi¬ 
tional  power-generating  machinery  of  such  capacity  and  at 
such  time  as  the  market  for  power  may  justify  and  the  Com¬ 
mission  may  direct. 

[E.  p.  2528]  Article  7.  Upon  the  completion  of  the  project 
works,  or  at  such  other  time  as  the  Commission  may  direct, 
the  Licensee  shall  submit  to  the  Commission  for  approval 
revised  maps,  plans,  specifications,  and  statements,  in  so  far 
as  necessary  to  show  any  divergence  from  or  variations  in 
the  project  area  as  finally  located  or  in  the  project  works  as 
constructed  when  compared  with  the  area  shown  and  the 
works  designated  or  described  in  this  license  or  in  the  maps;, 
plans,  specifications,  and  statements  approved  by  the  Com¬ 
mission  under  the  provisions  of  Article  3  hereof,  togethejr 
with  a  statement  in  writing  setting  forth  the  reasons  which 
in  the  opinion  of  the  Licensee  necessitated  or  justified  vari¬ 
ations  in  or  divergence  from  the  approved  maps,  plans, 
specifications,  and  statements.  Such  revised  maps,  plans, 
specifications,  and  statements  shall,  if  and  when  approved 
by  the  Commission,  be  made  a  part  of  this  license  and  shall, 
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to  the  extent  and  in  the  particulars  set  forth  in  the  order  or 
endorsement  of  approval,  be  substituted  for  the  maps, 
plans,  specifications  and  statements  theretofore  approved 
by  the  Commission  under  the  provisions  of  Article  3  hereof. 
The  maps  finally  approved  by  the  Commission  and  made  a 
part  of  this  license  under  the  provisions  of  Article  3  and/or 
1 7  hereof  shall  show  the  project  area  to  an  adequate  scale  and 
the  boundary  thereof  either  by  legal  subdivisions,  by  metes 
and  bounds  survey,  or  by  uniform  offsets  from  centerline 
survey.  Said  project  area  shall  include  all  lands  without 
respect  to  ownership  and  whether  or  not  the  exact  bound¬ 
aries  can  be  definitely  fixed  and  determined,  the  use  and  oc¬ 
cupancy  of  which  are  or  will  be  valuable  or  serviceable  in 
the  maintenance  and  operation  of  the  project ;  on  which  are 
located  or  to  which  are  appurtenant  the  project  works 
(other  than  portable  property)  and  the  rights,  easements,  or 
interests  likewise  valuable  and  serviceable ;  and  the  owner¬ 
ship  or  possession,  or  the  right  of  use  and  occupancy,  of 
which  are  subject  to  acquisition  by  the  United  States  under 
the  provisions  of  Section  14  of  the  Act.  Said  maps  shall 
show  the  ownership  of  each  parcel  of  land  in  said  project 
area,  and  with  respect  to  each  parcel  to  which  the  Licensee 
has  not  the  fee  title,  the  character  of  the  right  of  use  and 
occupancy  possessed  by  the  Licensee  together  with  the  term 
of  such  right. 

•  •  •  •  • 

[R.  p.  2532]  Article  24.  The  Licensee  hereby  agrees  as  a 
condition  of  this  license  that  the  amount  to  be  entered  upon 
the  fixed  capital  accounts  of  said  project  and  reported  to 
the  Commission  as  representing  the  actual  legitimate  cost 
thereof  and  the  actual  legitimate  investment  therein  up  to 
the  date  of  this  license,  whether  consisting  of  expenditures 
actually  made,  of  charges  accrued,  or  of  liabilities  or  obli¬ 
gations  incurred,  shall  be  determined  by  the  Commission  in 
accordance  with  the  provisions  of  the  Act  and  of  the  regula¬ 
tions  established  thereunder ;  and  it  is  further  agreed  by  the 
Licensee  that  upon  completion  of  the  construction  of  each 
of  the  separable  parts  of  said  project  for  which  dates  of 
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completion  are  specified  in  article  6  hereof  or  of  any  addi  ¬ 
tion  to  or  betterment  of  said  project  the  Licensee  shall  file 
with  the  Commission  a  statement,  nnder  oath  in  duplicate! 
in  such  detail  as  the  Commission  may  require,  showing  the 
actual  legitimate  cost  of  construction  thereof,  together  with 
the  price  paid  for  water  rights,  rights  of  way,  lands  or  inter¬ 
est  in  lands  constituting  any  part  of  the  project  property 
subject  to  the  provisions  of  this  license,  all  as  specified  ii. 
regulation  20,  section  2,  of  said  rules  and  regulations, 
Such  statement  or  statements  shall  include  all  propeif 
and  legitimate  costs,  whether  incurred  prior  to  the 
date  of  this  license  or  on  and  after  such  date;  and  the 
licensee  shall,  if  requested  by  the  Commission,  show  sepaj 
rately  on  such  statement  or  statements  the  items  and 
amounts  of  cost  incurred  prior  to  the  issuance  of  this  license) 
as  determined  by  the  Commission  as  hereinbefore  in  thi^ 
article  provided,  with  such  other  details  with  respect  to  thd 
cost  of  the  project  or  any  part  thereof  as  the  Commission! 
may  require.  Each  and  every  item  of  cost  included  in  such) 
statements  shall  be  supported  by  proper  voucher  or  otheii 
record;  and  any  such  voucher  or  record,  or  certified  copy 
thereof,  in  support  of  any  item  properly  includible  in  said 
cost  shall  become  a  part  of  the  permanent  records  of  said 
project  and  shall  be  kept  and  retained  by  the  Licensee  in  the 
manner  required  by  the  Commission. 


[R.  p.  2536]  In  witness  whereof,  the  Federal  Power  Com¬ 
mission  has  caused  its  name  and  seal  to  be  hereto  signed  and 
affixed  by  its  Executive  Secretary,  F.  E.  Bonner,  this  21st 
day  of  January,  1930,  pursuant  to  authority  given  at  its 
meeting  of  October  16,  1929,  a  certified  copy  of  the  record 
thereof  being  hereto  attached. 

Federal  Power  Commission 
(Seal)  By 

F.  E.  Bonner 

Executive  Secretary. 
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ence  No.  20,  Protest  of  Licensee  to  Staff 
Report,  Filed  September  14,  1938. 


[R.  p.  2972]  United  States  of  America 

FEDERAL  POWER  COMMISSION 


Project  No.  943. 


Protest  of  Puget  Sound  Power  &  Light  Company,  Licensee, 
to  the  Report  on  the  Actual  Legitimate  Original  Cost 
of  Rock  Island  Project  No.  943 — Wash.,  as  of 
May  31,  1933. 


Dated  September  13,  1938. 


I 


Mtjdge,  Stern,  Williams  &  Tucker 

20  Pine  Street,  New  York 
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[R.  p.  2973]  United  States  of  America 

FEDERAL  POWER  COMMISSION 


Project  No.  943. 


Protest  of  Puget  Sound  Power  &  Light  Company,  Licensee, 
to  the  Report  on  the  Actual  Legitimate  Original  Cost 
of  Rock  Island  Project  No.  943 — Wash.,  as  of 
May  31,  1933. 


i 


Now  comes  Puget  Sound  Power  &  Light  Company,  Li| 
censee,  and  protests  the  Report  on  the  actual  legitimate 
original  cost  as  of  May  31,  1933  of  Project  No.  943  (made 
by  A.  R.  Safeblade,  Examiner  of  Accounts,  and  Eugene 
Logan,  Senior  Hydroelectric  Engineer)  heretofore  served 
upon  the  Licensee,  in  the  particulars  and  to  the  extent  here¬ 
inafter  set  forth. 

Herein  the  words  “the  Project”  shall  be  deemed  to  re¬ 
fer  to  Project  No.  943 — Wash.;  the  word  “Licensee”  shall 
be  deemed  to  include  Puget  Sound  Power  &  Light  Com¬ 
pany  and  Washington  Electric  Company,  the  predecessor 
in  title  of  Puget  Sound  Power  &  Light  Company  to  the 
Project;  and  the  words  “the  Report”  shall  be  deemed  to 
refer  to  the  Report  on  the  actual  legitimate  original  cost  as 
of  May  31,  1933  of  the  Project  made  by  A.  R.  Safeblade, 
Examiner  of  Accounts,  and  Eugene  Logan,  Senior  Hydro¬ 
electric  Engineer  above  referred  to. 
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i  [E.  p.  2974]  (For  identification  and  convenience  of  ref¬ 
erence,  there  will  be  used  herein  the  headings,  suspension 
inumbers  and  titles  of  the  items  shown  on  the  “Summary 
showing  recommended  disposition  of  suspensions  of  Li¬ 
censee’s  claimed  cost  of  the  Rock  Island  Project  as  of  May 
31,  1933”  set  forth  on  page  31  of  Part  1  of  the  Report.) 

I. 

Hydro  Plant — Prelicense. 

1.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Salaries  and  expenses  of  licensee’s 
officers  at  Seattle  and  Wenatchee,  Washington”  (No.  1)  in 
the  amount  of  $24,987.07,  which  item  notwithstanding  the 
suspension,  has  been  recommended  in  the  Report  for  allow¬ 
ance. 

2.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Investigating  other  streams”  (No.  2) 
in  the  amount  of  $30,538.06,  and  the  recommendation  of  dis¬ 
allowance  of  said  item  made  by  the  Report. 

3.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Study  of  power  requirements”  (No.  3) 
in  the  amount  of  $28,174.33,  with  respect  to  which  item  no 
recommendation  is  made  in  the  Report. 

4.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Interest  during  construction”  (No.  4) 
[E.  p.  2975]  in  the  amount  of  $10,701.82,  with  respect  to 
which  item  no  recommendation  is  made  in  the  Report. 

5.  The  licensee  hereby  protests  the  suspension  by  the 
!  Report  of  the  item  “Stone  and  Webster  Engineering  Cor¬ 
poration  100%  overhead  on  certain  salaries”  (No.  5)  in 
the  amount  of  $23,957.11,  with  respect  to  which  item  no 
recommendation  is  made  in  the  Report. 
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6.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Stone  and  Webster  Service  Corpora¬ 
tion  management  fees”  (No.  6)  in  the  amount  of  $23,384.41, 
with  respect  to  which  item  no  recommendation  is  made  in 
the  Report. 

Hydro  Plant — Postlicense. 

7.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Net  loss  from  operations  of  orchards 
and  lands”  (No.  101)  in  the  amount  of  $28,079.34,  which 
item  has,  notwithstanding  the  suspension,  been  recom¬ 
mended  in  the  Report  for  allowance. 

8.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Salaries  and  expenses  of  licensee^ 
officers  at  Seattle  and  Wenatchee,  Washington”  (No.  102) 
in  the  amount  of  $22,267.84,  which  item  has,  notwithstand¬ 
ing  the  suspension,  been  recommended  in  the  Report  fop: 
allowance. 


9.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “General  and  administrative  expense  s^t 
rate  of  2%  on  all  other  project  charges  for  same  period” 
(No.  103)  [R.  p.  2976]  in  the  amount  of  $87,354.79,  with 
respect  to  which  item  no  recommendation  is  made  in  the 
Report. 

10.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Loss  on  bank  account  due  to  bant 
failure”  (No.  104)  in  the  amount  of  $6,333.91,  with  respect 
to  -which  item  no  recommendation  is  made  in  the  Report 

11.  The  Licensee  does  not  protest  the  suspension  by  the 
Report  of  the  item  “Rental  of  transmission  line  used  for 
supplying  construction  power”  (No.  105)  in  the  amount  ot 
$7,660.68  and  will  not  contest  the  recommendation  of  disal¬ 
lowance  of  said  item  made  by  the  Report;  this  failure], 
however,  to  protest  the  suspension  and  allowance  of  said 
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item  is  expressly  made  contingent  npon  (a)  the  cost  of 
such  transmission  line  being  included  in  the  base  upon 
which  interest  during  construction  shall  be  allowed,  and 
i(b)  that  there  shall  be  allowed  also  in  respect  of  said  trans¬ 
mission  line,  taxes  and  insurance  during  construction; 
otherwise  Licensee  protests  both  said  suspension  and  said 
disallowance. 

12.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Construction  power  supplied  by  the 
licensee  from  its  own  system’ ’  (No.  106)  in  the  amount  of 
$50,045.76,  with  respect  to  which  item  no  recommendation 
is  made  in  the  Report. 

13.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Land  expenditures  questioned  by  U.  S. 
District  Engineer”  (No.  107)  in  the  amount  of  $585,  which 
item  has,  notwithstanding  the  suspension,  been  recom¬ 
mended  in  the  Report  for  allowance. 

[R.  p.  2977]  14.  The  Licensee  does  not  protest  the  sus¬ 
pension  by  the  Report  of  the  item  “Telephone  service  be¬ 
tween  New  York  and  Boston  offices  of  Stone  &  Webster” 
(No.  108)  in  the  amount  of  $283.70  and  will  not  contest 
the  recommendation  of  disallowance  of  said  item  made  by 
the  Report. 

15.  The  Licensee  does  not  protest  the  suspension  by  the 
Report  of  the  item  “Traveling  expenses  between  New  York 
and  Boston  offices  of  Stone  and  Webster”  (No.  109)  in  the 
amount  of  $751.29  and  will  not  contest  the  recommendation 
of  disallowance  of  said  item  made  by  the  Report. 

16.  The  Licensee  does  not  protest  the  suspension  by  the 
Report  of  the  item  “Miscellaneous  traveling  and  other  ex¬ 
penses  apparently  not  applicable  to  project”  (No.  110)  in 
the  amount  of  $364.10  and  will  not  contest  the  recommenda¬ 
tion  of  disallowance  of  said  item  made  by  the  Report. 
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17.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Storage  on  turbine  parts  for  Units  $ 
and  4”  (No.  Ill)  in  the  amount  of  $2,216.93  and  the  recom¬ 
mendation  of  disallowance  of  said  item  made  by  the  Report 

18.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Insurance  on  turbine  parts  for  Units 
3  and  4”  (No.  112)  in  the  amount  of  $1,004.50,  and  the 
recommendation  of  disallowance  of  said  item  made  by  the 
Report. 

19.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Handling  charges  on  generator  parts 
for  Units  3  and  4”  (No.  113)  in  the  amount  of  $1,668  and 
the  recommendation  of  disallowance  of  said  item  made  by 
the  Report. 

[R.  p.  2978]  20.  The  Licensee  hereby  protests  the  sus¬ 
pension  by  the  Report  of  the  item  “Federal  Power  Com¬ 
mission  preoperation  charges  claimed  during  construction 
period”  (No.  114)  in  the  amount  of  $4,830.14  and  the  rec¬ 
ommendation  of  disallowance  of  $956.67  of  said  item  madfe 
by  the  Report;  the  balance  of  which  item  (namely, 
$3,873.47)  has,  notwithstanding  the  suspension,  been  rec¬ 
ommended  in  the  Report  for  allowance. 

21.  The  Licensee  hereby  protests  the  suspension  b; 
the  Report  of  the  item  “State  of  Washington  license  fee 
during  claimed  construction  period”  (No.  115)  in  th 
amount  of  $1,922.49,  and  the  recommendation  of  disallowj- 
ance  of  $684.66  of  said  item  made  by  the  Report;  the  bal¬ 
ance  of  which  item  (namely,  $1,267.83)  has,  notwithstand¬ 
ing  the  suspension,  been  recommended  in  the  Report  for 
allowance. 

22.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Credit  for  power  produced  by  project 
during  claimed  construction  period”  (No.  116)  in  the 
amount  of  $22,416.98  and  the  recommendation  of  disallow!- 


476 


(Entire  Commission’s  Exhibit  Incorporated  by 
Reference  No.  20.) 

ance  of  $12,140.48  of  said  item  made  by  the  Report;  the 
balance  of  which  item  (namely,  $10,276.50)  has,  notwith¬ 
standing  the  suspension,  been  recommended  in  the  Report 
for  allowance. 

!  23.  The  Licensee  hereby  protests  the  suspension  by 
the  Report  of  the  item  *  ‘Cost  of  operating  project  during 
claimed  construction  period’ ’  (No.  117)  in  the  amount  of 
$35,422.82  and  the  recommendation  of  disallowance  of 
$20,417.99  of  said  item  made  by  the  Report ;  the  balance  of 
which  item  (namely,  $15,004.83)  has,  notwithstanding  the 
suspension,  been  recommended  [R.  p.  2979]  in  the  Report 
for  allowance. 

24.  The  Licensee  hereby  protests  the  suspension  by 
the  Report  of  the  item  “Taxes  during  claimed  construction 
period”  (No.  118)  in  the  amount  of  $83,885.77  and  the 
recommendation  of  disallowance  of  $30,666.49  of  said  item 
made  by  the  Report;  the  balance  of  which  item  (namely, 
$53,219.28)  has,  notwithstanding  the  suspension,  been  rec¬ 
ommended  in  the  Report  for  allowance. 

25.  The  Licensee  hereby  protests  the  suspension  by 
the  Report  of  the  item  “Interest  during  claimed  construc¬ 
tion  period”  (No.  119)  in  the  amount  of  $1,662,363.69,  with 
respect  to  which  item  no  recommendation  is  made  in  the 
Report. 

26.  The  Licensee  hereby  protests  the  suspension  by 
the  Report  of  the  item  “Interest  earned  on  construction 
funds  during  claimed  construction  period”  (No.  120)  in 
the  amount  of  $3,804.90,  with  respect  to  which  item  no 
recommendation  is  made  in  the  Report. 

27.  The  Licensee  hereby  protests  the  suspension  by 
the  Report  of  the  item  “Stone  and  Webster  Engineering 
Corporation  6*4%  construction  fee”  (No.  121)  in  the 
amount  of  $663,328.64  and  the  recommendation  of  disallow¬ 
ance  of  said  item  made  by  the  Report. 
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28.  The  Licensee  hereby  protests  the  suspension  by 
the  Report  of  the  item  “Stone  and  Webster  Engineering 
Corporation  fees  for  operation  of  lands,  orchards  an<jl 
power  plant”  (No.  122)  in  the  amonnt  of  $43,600  and  th^ 
recommendation  of  disallowance  of  said  item  made  by  the 
Report. 

[R.  p.  2980]  29.  The  Licensee  hereby  protests  the  susL 
pension  by  the  Report  of  the  item  “Stone  and  Webster 
Service  Corporation  management  fees”  (No.  123)  in  the 
amount  of  $73,049.64,  with  respect  to  which  item,  no  rec¬ 
ommendation  is  made  in  the  Report. 

Transmission  Line  (Entirely  Postlicense). 

30.  The  Licensee  hereby  protests  the  suspension  by 
the  Report  of  the  item  “General  and  administrative  ex¬ 
pense  at  the  rate  of  2%  of  all  other  charges  for  same 
period”  (No.  202)  in  the  amount  of  $12,044.48,  with  respect 
to  which  item  no  recommendation  is  made  in  the  Report. 

31.  The  Licensee  does  not  protest  the  suspension  by 
the  Report  of  the  item  “Telephone  fees  between  New  York 
and  Boston  offices  of  Stone  and  Webster”  (No.  203)  in  the 
amount  of  $19.85  and  will  not  contest  the  recommendation 
of  disallowance  of  said  item  made  by  the  Report. 

32.  The  Licensee  does  not  protest  the  suspension  by 
the  Report  of  the  item  “Traveling  expenses  between  New 
York  and  Boston  offices  of  Stone  and  Webster”  (No.  204) 
in  the  amount  of  $66.41  and  will  not  contest  the  recommen- 
dation  of  disallowance  of  said  item  made  by  the  Report. 

33.  The  Licensee  does  not  protest  the  suspension  b^ 
the  Report  of  the  item  4  4  Miscellaneous  traveling  and  othei 
expenses  apparently  not  applicable  to  project”  (No.  205) 
in  the  amount  of  $6.51  and  will  not  contest  the  recommen¬ 
dation  of  disallowance  of  said  item  made  by  the  Report. 
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[R.  p.  2981]  34.  The  Licensee  hereby  protests  the  sus¬ 
pension  by  the  Report  of  the  item  ‘ 1  Federal  Power  Com¬ 
mission  annual  charges  for  the  year  1932”  (No.  206)  in  the 
amount  of  $95  and  the  recommendation  of  disallowance  of 
$55.42  of  said  item  made  by  the  Report;  the  balance  of 
which  item  (namely,  $39.58)  has,  notwithstanding  the  sus¬ 
pension,  been  recommended  in  the  Report  for  allowance. 

35.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  i ‘Interest  for  claimed  construction 
period”  (No.  207)  in  the  amount  of  $153,832.20  with  respect 
to  which  item  no  recommendation  is  made  in  the  Report. 

36.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Interest  earned  on  construction  funds 
for  claimed  construction  period”  (No.  208)  in  the  amount 
of  $409.68,  with  respect  to  which  item  no  recommendation  is 
made  in  the  Report. 

i  37.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Stone  and  Webster  Engineering  Cor¬ 
poration  61/ 4%  construction  fee”  (No.  209)  in  the  amount 
of  $68,900.33  and  the  recommendation  of  disallowance  of 
said  item  made  by  the  Report. 

38.  The  Licensee  hereby  protests  the  suspension  by  the 
Report  of  the  item  “Stone  and  Webster  Service  Corpora¬ 
tion  management  fees”  (No.  210)  in  the  amount  of 
$5,303.29,  in  respect  of  which  item  no  recommendation  is 
made  in  the  Report. 


II. 

[R.  p.  2982]  Licensee  claims  that  the  amounts  of  the  items 
hereinabove  recited  to  have  been  suspended  by  the  Report 
and  hereby  protested,  as  well  as  the  amount  of  the  items 
recommended  for  allowance  by  the  Report  without  sus¬ 
pension,  should,  by  the  Commission,  be  found  to  be  a  part 
of  the  actual  legitimate  original  cost  of  the  project  and 
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that  failure  of  the  Commission  so  to  do  will  violate  the 
legal  and  constitutional  rights  of  Licensee. 


III. 

Licensee  requests  the  Commission  to  order  a  public  hear¬ 
ing  in  accordance  with  Section  4.5  of  the  Rules  of  Practice 
and  Regulations  of  the  Commission,  at  which  hearing 
Licensee  may  undertake,  by  satisfactory  proof,  to  sustain 
the  items  of  its  statement  of  claimed  cost  suspended  by  the 
Report  as  above  recited  and  hereby  protested,  and  at  which 
hearing  Licensee  may  make  such  other  proof  or  take  such 
other  action  as  it  may  be  advised  is  proper  in  the  premises! 

IV. 

The  office  and  post  office  address  of  Puget  Sound  Power 
&  Light  Company  is  860  Stuart  Building,  Seattle,  Wash¬ 
ington.  Its  counsel  in  the  above  matter  is  William  E. 
Tucker  of  the  firm  of  Mudge,  Stern,  Williams  &  Tucker,  18th 
Floor  [R.  p.  2983]  20  Pine  Street,  New  York  City,  New 
York. 


Puget  Sound  Power  &  Light  Company] 
By  (sgd.)  C.  W.  Kellogg 

Vice  President 


480 


(Entire  Commission’s  Exhibit  Incorporated  by 
Reference  No .  20.) 

State  of  New  York, 

County  of  New  York, 

On  this  13th  day  of  September,  1938,  personally  ap¬ 
peared  before  me,  a  Notary  Public  in  and  for  the  State 
aforesaid  and  authorized  to  act  in  the  County  aforesaid, 
Charles  W.  Kellogg,  and  made  oath  that  he  is  a  Vice  Presi¬ 
dent  of  Puget  Sound  Power  &  Light  Company,  that  he 
signed  the  above  Protest  on  behalf  of  said  company  and 
by  its  authority  and  that  he  believes  the  statements  therein 
made  to  be  true  to  the  best  of  his  knowledge  and  belief. 

C.  W.  Kellogg 


Subscribed  and  sworn  to  before  me  this 
13th  day  of  September,  1938. 

(sgd)  Dan  M.  Fury 

Notary  Public 


[R.  p.  3011] 


Licensee’s  Exhibit  M. 

Graph  of  Generating  Capacity  and  Peak  Load 
Requirements  of  Licensee  1921-1933. 
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(Entire  Commission’s  Exhibit  Incorporated  by 
Reference  No.  20.) 


[&.  p.  3012] 

Licensee’s  Exhibit  N. 

I*  Graph  of  Peak  Load  and  Energy  Output  of  Licensee, 
Business  Index  and  Other  Data  from 
1920  Through  1932. 
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(ESgP  Opposite) 
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Licensee’s  Exhibit  O. 

[R.  p.  3013]  WESTERN  UNION 

TELEGRAM 

Received  at  169  Congress  Street,  Boston,  Mass. 

1930  SEP  23  AM  12  40 


CC1298  114  XL— SEATTLE  WASH  23 
STONE  &  WEBSTER  ENGINEERING  CORP— 

49  FEDERAL  ST  BOSTON  MASS— 

YOUR  TELEGRAM  TODAY  REGARDING  EXTRA  PAYMENT  FOR 
EARLIER  SHIPMENT  ROCK  ISLAND  WATER  WHEEL  PARTS  STOP 
IT  IS  ESSENTIAL  THAT  THE  WATER  WHEEL  PARTS  MENTIONED 
IN  HAGEMANS  TELEGRAM  TO  YOU  YESTERDAY  BE  SHIPPED  FROM 
CONTRACTORS  WORKS  CONSIDERABLY  IN  ADVANCE  OF  THE 
CONTRACT  DATES  TO  MAINTAIN  PROGRESS  SCHEDULE  ON  SUB¬ 
STRUCTURE  CONSTRUCTION  STOP  WE  HAVE  GONE  INTO  THIS 
MATTER  VERY  THOROUGHLY  AND  IT  IS  OUR  OPINION  THAT  THE 
EXTRA  COST  TO  HAVE  SHIPMENTS  ADVANCED  WILL  BE  MORE 
THAN  MADE  UP  BY  NOT  DELAYING  THE  WORK  STOP  WE  ARE 
WIRING  ALLIS  CHALMERS  TO  PROCEED  WITH  THIS  WORK  IN 
ACCORDANCE  WITH  THEIR  TELEGRAM  AND  HAVE  ASKED 
HAGEMAN  TO  DISCUSS  MATTER  WITH  THEM  AT  MILWAUKEE 
UPON  HIS  ARRIVAL  THERE  THIS  WEEK— 


W  D  SHANNON 
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[R.  p.  3014]  Washington  Electric  Company 

Executive  Offices — 860  Stuart  Building 
Seattle,  Washington 

January  16, 1931. 

Mr.  H.  F.  Anthony,  Project  Manager, 

Stone  &  Webster  Engineering  Corporation, 

324  Central  Terminal, 

Seattle,  Washington. 

Dear  Sir: 

Interest  Charges — Rock  Island  Development 
Washington  Electric  Company 

Referring  to  your  last  monthly  report,  will  you  please 
join  Mr.  Brownell  in  a  new  calculation  of  interest  during 
construction? 

We  assume  that  so  far  as  the  circumstances  will  permit,, 
the  expenditures  in  connection  with  the  plant  at  Rock  Island 
are  at  a  rate  that  will  result  in  the  most  economical  con¬ 
struction,  taking  into  account  the  river  cycles,  and  the  fact 
that  the  Puget  Sound  Power  &  Light  Company  is  planning 
on  the  utilization  of  the  Rock  Island  plant  as  a  part  of  its 
firm  power  supply  on  August  1,  1932,  and  not  before  that 
date. 

We  appreciate  that  in  order  to  avoid  the  hazards  in¬ 
volved  in  river  conditions,  the  structures  will  have  to  be 
completed  substantially  prior  to  August  1,  1932.  We  fur¬ 
ther  understand  that  there  is  a  possibility  that  the  conJ 
struction  of  two  units  may  be  sufficiently  advanced  to  supply 
some  energy  in  1931  but  not  on  a  firm  power  basis.  Should, 
such  be  the  case,  then  during  the  time  that  you  are  in  charge 
of  these  units,  and  prior  to  August  1, 1932,  we  will  take  the 
energy  so  supplied  insofar  as  we  can  economically  use  it  in 
our  system,  and  pay  therefore  the  increment  cost  of  pro¬ 
ducing  similar  energy  at  our  Shuffleton  Steam  Plant,  saidl 
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i  payments  to  be  credits  against  interest  dnring  constmction 
on  the  Rock  Island  Development. 

Preliminary  to  yonr  discussion  with  Mr.  Brownell,  will 
i  you  please  prepare  a  new  statement  showing  the  actual 
expenditures  month  by  month  up  to  an  agreed  upon  date, 
and  an  estimated  rate  of  expenditures  during  the  balance 
of  the  job.  Mr.  Brownell  will  give  you  our  views  as  to  the 
rates  and  conditions  under  which  money  is  made  available 
to  meet  the  monthly  expenditures  on  the  job,  which  will 
serve  as  the  basis  of  your  calculation  for  interest  during 
construction. 

i  Yours  very  truly, 

Washington  Electric  Company 

sgd.  W.  H.  McGrath 
W.  H.  McGrath, 

Vice  President. 


[R.  p.  3015]  Stone  &  Webster  Engineering 

Corporation 

324  Central  Terminal  Bldg.,  Seattle,  Wash. 


Executive 


Seattle,  Washington, 
April  21, 1931. 


Mr.  W.  N.  Patten, 

i  Stone  &  Webster  Engineering  Corp., 
49  Federal  Street, 

Boston,  Mass. 


Installation  op  Units  Nos.  3  &  4 
Rock  Island  Development 

Dear  Sir : 

In  accordance  with  the  procedure  initiated  at  Conowingo 
and  followed  on  the  Osage  project,  I  had  McGrew  call  a 
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conference  last  Friday  at  Rock  Island  for  complete  dis¬ 
cussion  of  the  program  for  generator  erection.  Notes  of 
this  conference  are  being  prepared  and  yon  will  doubtless 
receive  a  set  within  the  next  few  days.  Many  of  the  ques¬ 
tions  which  usually  arise  as  to  responsibility  for  expendi¬ 
tures  in  connection  with  erection  work  were  definitely  deter¬ 
mined,  and  a  tentative  schedule  covering  erection  of  both 
water  wheels  and  generators  was  made. 

During  this  conference,  it  occurred  to  me  that  our  pres¬ 
ent  schedule  for  deliveries  on  water  wheels  and  generators 
for  Units  3  and  4  is  entirely  too  early  to  meet  our  desire 
to  erect  these  machines  next  year,  when  practically  all  other 
work  in  connection  with  the  development  will  be  completed. 
According  to  the  present  schedule  of  deliveries  it  will  be 
entirely  possible  for  us  to  have  the  plant  practically  com¬ 
pleted  by  the  time  the  west  spillway  dam  is  finished. 

I,  therefore,  suggested  to  Mr.  McGrew  that  he  write 
Boston  with  reference  to  delaying  the  shipment  on  the  last 
two  units  until  about  January  1st,  which  would  allow  us  to 
utilize  the  force  now  engaged  on  the  power  house  during 
the  construction  of  the  west  channel  spillways  and  then 
shift  them  back  to  the  power  house. 

If  the  equipment  is  shipped  and  stored  on  the  job,  we 
will  not  only  be  responsible  for  its  care  in  storage,  but  be¬ 
lieve  it  quite  possible  that  considerable  cleaning  work  would 
have  to  be  done,  especially  on  the  generator  parts,  which 
would  be  stored  outdoors  during  the  severe  sand  storms 
which  are  characteristic  of  the  Rock  Island  country.  Fur¬ 
thermore,  it  occurs  to  me  that  we  would  not  be  in  a  very 
good  position  with  any  representatives  of  the  Federal  Power 
Commission  when  they  learn  that  all  machinery  was  on  the 
job  and  no  attempt  being  made  to  complete  the  installation. 

I  believe  that  it  would  be  far  better  to  ask  the  manufacturers 
to  store  the  various  parts  of  these  two  units,  even  though 
we  had  to  pay  a  slight  storage  charge.  It  is  entirely  pos¬ 
sible  that  shipping  schedules  could  be  rearranged  at  this 
time,  so  that  work  on  these  last  two  units  could  be  con-  j 
siderably  delayed. 
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I  shall  be  glad  to  have  you  consider  this  matter  and 
advise  me  as  to  your  decision. 

Yours  very  truly, 

sgd  H.  F.  Anthony 

H.  F.  Anthony, 

Project  Manager. 


[E.  p.  3017]  Stone  &  Webster  Engineering  Corporation 

49  Federal  Street,  Boston 


EXECUTIVE 

April  28, 1931. 

Mr.  H.  F.  Anthony, 

Stone  &  Webster  Engineering  Corp’n, 

324  Central  Terminal  Bldg., 

Seattle,  Wash. 

Dear  Sir: 

We  have  your  letter  of  April  21,  in  reference  to  post¬ 
poning  the  installation  of  Nos.  3  and  4  units  at  Bock  Island 
until  the  early  part  of  1932.  This  plan  of  procedure  does 
not  appeal  to  us  very  much  for  the  following  reasons : 

1.  There  is  scarcely  any  doubt  that  a  postponement  of 
shipment  on  the  third  and  fourth  units  would  involve  stor¬ 
age  charges  and  possibly  added  manufacturing  costs  due 
to  upsetting  of  the  shop  schedules  which  are  now  in  force. 

2.  The  amount  of  labor  involved  in  the  erection  of  the 
units  is  comparatively  small  and  consists  mainly  of 
mechanics  and  a  few  riggers.  We  assume  it  is  not  the  kind 
of  labor  that  would  be  required  in  the  construction  of  the 
dam. 

3.  The  value  of  the  deferred  work  would  be  in  the  neigh¬ 
borhood  of  $30,000  and  any  possible  saving  we  believe  would 
be  more  than  offset  by  the  increased  cost  of  reorganizing 
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the  erection  work  after  a  lapse  of  several  months.  We 
believe  it  possible  with  the  present  scheduled  shipping 
dates,  to  carry  on  the  erection  work  on  a  moderate  schedule 
so  that  the  final  installation  will  be  completed  along  toward 
the  end  of  the  year,  at  which  time  the  erection  force  could 
be  completely  disbanded. 

4.  The  date  on  which  the  dam  in  the  west  channel  will 
be  completed  is  quite  indefinite  and  depends  entirely  on 
the  behavior  of  the  river  during  the  period  of  flood  reces¬ 
sion.  It  is  quite  possible  that  this  work  may  extend  into 
February  or  even  March  and  that  all  of  the  remaining  time 
before  high  water  might  be  required  for  removal  of  coffer¬ 
dams  and  general  cleaning  up  of  the  west  channel  work. 

[R.  p.  3018]  It  seems  to  us  that  for  best  efficiency  we  should 
proceed  on  a  moderate  schedule  with  the  installation  of  all 
units  with  the  idea  of  completion  about  the  first  of  the 
year  and  that  we  should  disband  the  entire  organization  on 
completion  of  the  west  channel  structures.  Unless  there 
is  some  reason  why  the  operating  company  should  desire 
us  to  continue  the  construction  organization  until  August  1, 
1932,  it  would  seem  quite  possible  to  close  up  the  entire 
construction  work  in  the  early  spring  of  that  year. 

If  on  receipt  of  this  letter  you  still  feel  there  is  something 
to  be  gained  by  postponing  the  installation  of  Nos.  3  and  4 
units,  then  we  shall  be  glad  to  see  what  can  be  done  with  the 
manufacturers  along  this  line.  We  prefer,  however,  not  to 
approach  them  on  the  matter  of  revising  the  present  shop 
schedules  until  we  have  definitely  determined  on  our  own 
plan  for  conducting  the  work. 

Yours  very  truly, 

sgd  W.  N.  Patten 

W.  N.  Patten, 

Vice  President. 
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i  [R.  p.  3019]  Stoke  &  Webster  Engineering  Corporation 
P.  0.  Box  1410,  Wenatchee,  Wash. 

Wenatchee,  Wash. 

!  May  16,  1931. 

J.  0.  No.  5579. 

Mr.  W.  N.  Patten, 

Vice  President, 

Stone  &  Webster  Engineering  Corp’n, 

49  Federal  Street, 

Boston,  Massachusetts. 

Dear  Sir: 

In  accordance  with  your  letter  of  May  4,  we  are  en¬ 
closing  a  print  of  our  drawing  No.  5579-754  which  shows 
the  daily  force  employed  and  the  distribution  of  this  force 
up  until  about  the  middle  of  February,  and  the  proposed 
labor  required  from  the  middle  of  May,  1931,  until  the  com¬ 
pletion  of  this  work. 

In  arriving  at  the  total  number  of  men  required  to 
i  carry  on  this  work  for  the  remainder  of  the  job,  the  num¬ 
ber  of  employes  required  per  month  in  the  various  depart¬ 
ments  was  estimated,  which  gave  us  a  total  per  month 
required  to  carry  on  the  work.  This  estimate  was  on  the 
basis  of  continuing  the  erection  of  the  water  wheels,  gen¬ 
erators  and  electrical  work  as  now  scheduled,  which  means 
that  they  would  be  substantially  completed  about  January 
i  1,  and  at  the  same  time  carrying  on  the  construction  of  the 
west  spillway  from  about  September  to  the  latter  part  of 
i  December.  The  force  shown  from  January  1  to  about 
i  June  1,  1932,  would  be  engaged  on  such  work  as  the  final 
clean-up  of  the  west  spillway,  such  as  the  setting  of  guides 
,  and  the  removal  of  the  cofferdams,  and  of  course,  a  small 
i  force  would  be  busy  in  the  power  house  on  the  final  setting 
of  equipment,  preliminary  operation,  painting  and  clean-up. 

In  making  a  study  of  the  labor  requirements  for  the 
completion  of  this  project,  we  find  it  will  be  quite  difficult 
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to  prolong  the  construction  of  this  work  until  August  1,| 
1932  as  requested  by  our  client,  unless  some  work  which 
we  are  now  doing  can  be  deferred.  Some  thought  has  been 
given  to  deferring  the  delivery  of  Units  Nos.  3  and  4,  as 
mentioned  in  my  previous  letter  and  also  in  Mr.  Anthony’s 
letter,  and  it  is  still  our  belief  that  if  the  shipment  of  these 
units  could  be  deferred  until  about  the  first  of  the  year,  it 
would  help  out  considerably  in  prolonging  the  job,  as  the 
complete  erection  of  Units  Nos.  3  and  4  could  easily  be 
extended  until  about  May  1  provided  they  were  not  deliv¬ 
ered  to  the  job  until  January  1.  If  this  schedule  were 
followed,  preliminary  operation  and  painting  of  this  equip¬ 
ment,  together  with  final  adjustment,  could  be  taken  care 
of  between  May  1  and  August  1,  1932.  We  might  also  call 
to  attention  that  in  making  up  this  estimate  of  labor  re¬ 
quired,  we  did  not  take  into  account  the  construction  of 
the  operators’  cottages,  which  we  now  understand  will 
probably  be  deferred. 

[R.  p.  3020]  We  endeavored  to  express  in  our  recent  letter 
making  a  suggestion  of  deferring  these  units  that  if  their 
delivery  were  deferred  until  January  1,  it  would  enable  us 
to  devote  the  majority  of  our  time  this  fall  to  the  construc¬ 
tion  of  the  west  spillway,  and  since  most  of  the  mechanics 
which  we  used  on  the  structural  part  of  the  power  house 
are  being  used  in  the  assembly  of  the  water  wheels  and 
auxiliary  equipment,  most  of  these  mechanics  could  be  used 
on  the  maintenance  of  equipment,  setting  of  guides  and 
other  mechanical  work  in  connection  with  the  construction 
of  the  west  spillway,  and  after  its  completion  they  could 
then  be  transferred  back  to  the  assembly  of  water  wheels 
Nos.  3  and  4.  We  understand,  however,  that  you  have  this 
under  consideration  and  will  no  doubt  advise  us  within 
the  next  few  days  of  your  final  decision. 

With  reference  to  the  operation  of  the  commissary,  we 
note  that  you  feel  it  will  present  somewhat  of  a  problem 
to  operate  this  due  to  the  reduced  force.  You  no  doubt 
have  noticed  from  our  records  that  during  the  month  of 
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April  we  showed  a  small  profit  in  the  commissary,  and  we 
hope  to  show  a  profit  for  this  month.  It  is  our  intention 
to  watch  the  operation  of  this  department  and  in  the  event 
we  are  unable  to  at  least  break  even,  we  intend  to  discon¬ 
tinue  its  operation  until  the  work  in  the  west  channel  is 
again  started. 

Regarding  the  disposal  of  the  camp  buildings,  you  will 
be  interested  to  know  that  we  have  already  disposed  of 
about  thirty  bunk  houses.  They  were  sold  “as  is”  at  a 
price  of  $75.00  each,  which  means  that  the  net  profit  to  us 
for  each  of  these  buildings  was  $75.00.  We  have  an  oppor¬ 
tunity  to  dispose  of  the  balance  of  these  bunk  houses,  but 
as  we  are  unable  to  foresee  what  the  labor  condition  will 
be  this  fall,  we  believe  it  advisable  to  retain  the  balance  of 
them  until  the  fall  rush  is  over.  We  also  feel  that  there 
will  be  no  question  whatever  of  disposing  of  all  the  com¬ 
missary  buildings  at  a  profit,  and  I  believe  that  the  dis¬ 
mantling  or  wrecking  of  the  shop  buildings  can  be  done 
at  least  without  any  cost  to  the  job. 

With  reference  to  the  operation  of  the  camp  this  winter, 
I  believe  it  will  be  desirable  to  close  the  camp  down  at  the 
earliest  possible  moment  after  the  major  part  of  the  work 
is  over  in  the  west  channel  and  I  do  not  believe  the  em¬ 
ployes  will  have  any  difficulty  in  finding  housing  facilities 
in  Wenatchee  or  the  surrounding  vicinity. 

Yours  very  truly, 

sgd  R.  E.  McGrew 
R.  E.  McGrew, 

Superintendent  of  Construction. 
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[R.  p.  3021]  WESTERN  UNION 


Received  at 


TELEGRAM 


ANS.  JUN  11  1931  ANTHONY 

1931  JUN  9  P  M  5  06 

NOTED  JUN  10  1931  ANTHONY 

NA397  162  NL  XU  1/140— BOSTON  MASS  9 
H  F  ANTHONY,  STONE  &  WEBSTER  ENGINEERING  CORPN— 

324  CENTRAL  TERMINAL  BLDG  SEATTLE  WASH- 


ON  THE  BASIS  OF  MANUFACTURERS  FIGURES  WE  ESTIMATE 
COST  FOR  SIX  MONTHS  STORAGE  OF  EQUIPMENT  AS  FOLLOWS 
WATER  WHEELS  EIGHTEEN  HUNDRED  GENERATORS  SIXTEEN 
SIXTY  EIGHT  INSURANCE  TWO  THOUSAND  TOTAL  FIVE  THOU¬ 
SAND  FOUR  SIXTY  EIGHT  STOP  PAYMENTS  FOR  EQUIPMENT 
WOULD  BE  MADE  ON  BASIS  OF  CONTRACT  SHIPPING  DATES 
STOP  WE  ESTIMATE  SAVING  OF  SIX  TO  EIGHT  THOUSAND  PER 
MONTH  FOR  EACH  MONTH  BY  WHICH  CONSTRUCTION  SCHEDULE 
CAN  BE  SHORTENED  FROM  AUGUST  ONE  WITH  PROBABLE 
MAXIMUM  OF  FOUR  TO  FIVE  MONTHS  IF  PRESENT  SHIPPING 
SCHEDULE  FOR  UNITS  THREE  AND  FOUR  IS  MAINTAINED  STOP 
LICENSE  APPLICATION  EXHIBIT  0  SPECIFIES  AUGUST  ONp 
NINETEEN  THIRTY  TWO  AS  COMPLETION  DATE  WHICH  PRE¬ 
SUMABLY  MIGHT  BE  CONSIDERED  AS  GOVERNING  DATE  AS  FAR 
AS  INTEREST  CHARGES  ARE  CONCERNED  STOP  WE  SUGGES|T 
POSSIBILITY  OF  CLIENT  SECURING  DEFINITE  RULING  FROM 
POWER  COMMISSION  REPRESENTATIVE  EITHER  IN  SEATTLE  C^R 
WASHINGTON  AS  TO  APPLICATION— 


A.C.CO.  $1800 
G.E.CO.  1668 
INS.  2000 


5468 
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[R.  p.  3022]  WESTERN  UNION 


Received  at 


TELEGRAM 


1931  JUN  9  PM  5  06 

NA397  2/22— 

OF  REGULATIONS  COVERING  INTEREST  CHARGES  MANUFAC¬ 
TURERS  ANXIOUS  FOR  DECISION  ON  MATTER  OF  STORAGE  AS 
CERTAIN  PARTS  NOW  READY  FOR  SHIPMENT  PLEASE  ADVISE— 


W  N  PATTEN. 


[R.  p.  3023]  WESTERN  UNION 


TELEGRAM 

Received  at  169  Congress  St.,  Boston,  Mass. 


|  1931  JUN  11  PM  8  53 

I  NOTED  JUN  12  1931  W.N.P. 

CB623  100  NL— SEATTLE  WASH  11 

Copied  for  NYO 
Bk 
TBP 
Extra 

W  N  PATTEN,  STONE  &  WEBSTER  ENGINEERING  CORP— 

49  FEDERAL  ST  BOSTON  MASS— 


!  REFER  YOUR  TELEGRAM  STOP  MISTER  MCGRATH  AWAY 
FROM  CITY  TILL  TODAY  STOP  CLIENT  UNWILLING  TO  APPROACH 
COMMISSION  REPRESENTATIVE  AS  TO  GOVERNING  DATE  FOR 
STOPPING  INTEREST  CHARGES  ON  PLANT  AND  FEEL  IT  WOULD 
BE  UNWISE  TO  BRING  UP  THIS  SUBJECT  STOP  THEY  PREFER 
TO  POSTPONE  SHIPMENT  OF  WATER  WHEELS  AND  GENERATORS 
FOR  UNITS  THREE  AND  FOUR  AND  TO  CONTINUE  CONSTRUCTION 
OPERATIONS  SO  THAT  PLANT  WILL  NOT  BE  TURNED  OVER  TO 
THEM  TILL  AUGUST  FIRST  THIRTY  TWO  IN  ACCORDANCE  WITH 
ORIGINAL  SCHEDULE  STOP  ADDITIONAL  COST  INVOLVED  DOES 
NOT  INTEREST  THEM  IN  VIEW  OF  GREATER  FIXED  CHARGES 
POSSIBLY  INCURRED  IF  PLANT  COMPLETED  EARLIER— 


H  F  ANTHONY, 
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[E.  p.  3024] 

Stone  &  Webster  Enginering  Corporation 
324  Central  Terminal  Bldg.,  Seattle,  Wash. 

Seattle,  Washington, 
October  6, 1931. 

Mr.  W.  N.  Patten, 

Stone  &  Webster  Engineering  Corp., 

49  Federal  Street, 

Boston,  Mass. 

Possible  Deferred  Work 
Rock  Island  Project 

Dear  Sir: 

I  have  completed  the  estimate  of  possible  deferred  work 
at  Rock  Island  and  furnished  the  information  to  Mr.  Coffin 
at  his  request  yesterday.  I  am  attaching  a  sheet  showing 
the  manner  in  which  this  was  presented  to  him,  which  you 
will  note,  does  not  give  any  of  the  details  but  only  the  overall 
figures. 

In  discussing  the  matter  with  Messrs.  Coffin  and 
Brownell,  I  pointed  out  that  the  possible  deferments  on  both 
the  hydro  work  and  transmission  facilities  included  $577,000 
in  commitments  on  equipment.  These  payments  might  be 
financed  by  issuing  notes  or  possibly  securing  agreements 
with  the  manufacturers  that  they  would  hold  the  machinery 
until  required  and  charge  interest  on  the  unpaid  balances. 

My  general  impression,  after  discussing  the  matter  fully 
with  the  client,  is  that  the  financial  situation  is  quite  serious. 
In  addition  they  now  agree  with  the  point,  which  I  have 
endeavored  to  drive  home  on  every  occasion  during  the  past 
two  months,  that  they  cannot  absorb  the  full  output  of  four 
units  at  Rock  Island  without  either  completing  the  trans¬ 
mission  line  from  Skykomish  to  Beverly  Park  or  providing 
a  higher  capacity  line  from  Renton  to  Beverly  Park.  They 
are  now  preparing  estimates  for  next  year  of  possible  load 
requirements  and  from  the  information  already  available 
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it  appears  that  they  are  doubtful  whether  they  will  require 
any  power  from  Rock  Island  prior  to  August  1, 1932. 

If  this  is  the  case,  it  would  appear  undesirable  to  operate 
i  Rock  Island  at  all  until  it  is  definitely  determined  that  the 
Federal  Power  Commission  will  approve  the  setup  proposed 
of  crediting  interest  during  [R.  p.  3025]  construction  with 
i  receipts  from  the  sale  of  surplus  power  for  the  period  of 
deferment. 

I  will  advise  you  as  to  the  final  decision  reached  within 
the  next  few  days,  as  I  understand  it  will  be  made  during 
Mr.  Wood’s  visit  here. 

!  Yours  very  truly, 


Enel. 


Sgd  (H.  F.  Anthony) 

H.  F.  Anthony, 
Project  Manager. 


[R.  p.  3026] 

Stone  &  Webster  Engineering  Corporation 
324  Central  Terminal  Bldg.,  Seattle,  Wash. 

Seattle,  Washington, 
October  19,  1931. 

Air  Mail 
Construction 
Mr.  W.  N.  Patten, 

i  Stone  &  Webster  Engineering  Corp., 

49  Federal  Street, 

Boston,  Mass. 

Deferment  of  Construction  Work 

Dear  Sir: 

I  wired  you  today  the  results  of  a  conference  held  in  the 
i  client’s  offices  yesterday  afternoon  to  consider  the  Rock 
i  Island  program.  On  the  receipt  of  Mr.  Kellogg’s  telegram 
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on  the  16th,  Mr.  McLaughlin  reached  me  at  Cle  Elnin 
enroute  to  Wenatchee  and  asked  that  I  return  at  once  to 
Seattle.  I  worked  with  Mr.  Coffin  and  Mr.  Brownell  the 
remainder  of  Friday  and  all  day  Saturday  assisting  them 
in  setting  up  figures  to  show  the  operating  results  on  tl)ie 
two  bases  with  two  units  only  installed  at  this  time  and  tie 
basis  of  the  original  program  for  the  initial  development. 
In  making  these  figures  certain  assumptions  were  necessary 
as  to  the  attitude  of  the  Federal  Power  Commission  as  to 


interest  during  construction  and  also  as  to  the  system  load 
curve  for  the  next  several  years. 

I  was  asked  to  furnish  a  cost  figure  for  the  project  which 
I  considered  to  be  the  maximum  which  the  Federal  Power 
Commission  might  insist  be  taken  over  by  the  company  on 
August  1,  1932,  provided  the  second  two  units  were  indefi¬ 
nitely  postponed.  This  figure  was  required  within  a  very 
short  time  and  I  was  forced  to  get  at  it  very  roughly.  I 
reached  a  total  of  $10,750,000  exclusive  of  interest  during 
construction  or  any  charges  which  the  client  might  have 
against  the  project. 

On  the  basis  of  operating  figures  made,  using  the  above 


assumptions,  the  results  for  1932  were  favorable  to  the 
completion  of  the  initial  development.  However,  those  fcjr 
1933,  assuming  that  on  January  1  of  that  year  the  Com¬ 
mission  would  insist  upon  the  entire  expenditure  for  the 
project  being  taken  over  by  the  client  and  no  more  charges 
for  interest  during  construction,  the  net  results  on  operat¬ 
ing  income  were  very  unfavorable,  resulting  in  a  red  figure 
of  $450,000  due  to  Rock  Island  operation. 

On  the  basis  of  the  predicted  load  curves,  Quinan  figures 
that  the  second  two  units  at  Rock  Island  will  not  be  required 
before  the  fall  of  (1932)  1935.  (See  Feb.  24th.)  This  date 
is,  of  course,  subject  to  later  consideration  as  the  business 
situation  develops.  However,  it  is  quite  evident  that  tfie 
decision  to  postpone  at  this  [R.  p.  3027]  time  the  installa¬ 
tion  of  the  second  two  units  is  warranted. 

I  mentioned  at  the  conference  the  subject  of  Beverly 
Park  condenser,  and  while  no  definite  instructions  were 
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received,  it  seemed  to  be  the  -consensus  of  opinion  that  this 
work  should  also  be  deferred  and  arrangements  made  with 
the  Westinghouse  Company  along  the  lines  suggested  in 
Boston’s  telegram  of  October  5,  to  have  them  complete  the 
manufacture  of  the  equipment  and  pay  50%  of  the  contract 
price  in  October  1932. 

As  to  the  completion  of  the  condenser  house  drawings, 
I  believe  that  all  the  engineering  work  on  this  should  be 
done  at  this  time  as  I  feel  quite  sure  that  they  will  later 
decide  that  it  is  necessary  to  make  the  condenser  installa¬ 
tion  earlier  than  they  now  anticipate. 

On  my  next  visit  to  Eock  Island  we  will  review  fully  the 
work  which  we  feel  must  be  done  before  closing  down  and 
advise  you  definitely  as  to  our  thoughts  in  this  matter. 

I  Yours  very  truly, 

sgd.  H.  F.  Anthony 

H.  F.  Anthony, 
Project  Manager. 


[R.  p.  3028]  Stone  &  Webster  Engineering  Corporation 
,  324  Central  Terminal  Bldg.,  Seattle,  Wash. 

Seattle,  Washington, 
November  10, 1941. 

EXECUTIVE 

Mr.  W.  N.  Patten, 

Stone  &  Webster  Engineering  Corp., 

49  Federal  Street, 

Boston,  Mass. 

Deferment  of  Third  and  Fourth  Units 
Eock  Island  Development 

Dear  Sir: 

I  wish  to  acknowledge  your  letter  of  November  6  enclos¬ 
ing  certain  statements  submitted  to  the  New  York  office  on 
the  deferment  of  units  3  and  4.  This  letter  was  received 
this  morning  and  I  have  not  yet  had  an  opportunity  to 
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check  it  over,  but  the  overall  figure  of  $115,000  looks  reason¬ 
able. 

I  have  had  an  opportunity  today  to  discuss  the  who 
matter  of  deferment  at  some  length  with  Mr.  Coffin  add 
will  review  the  situation  as  it  now  appears  from  studies 
the  client  has  been  making. 

After  the  conference  of  Sunday,  October  18,  in  the  cli¬ 
ent’s  office,  a  letter  was  forwarded  to  New  York  explaining 
the  situation  as  it  appeared  to  the  executives  here  and 
calling  attention  to  the  fact  that  the  subject  of  interest 
during  construction  seemed  to  be  the  crux  of  the  whole  mas¬ 
ter.  In  the  meantime,  Mr.  Kellogg’s  office  advised  the 
client  here  that  New  York  would  wait  full  analysis  which 
was  being  made  by  the  client  before  definite  decision  was 
reached. 

I 

Mr.  Quinan  was  assigned  the  work  of  making  some  addi¬ 
tional  power  studies  and  also  cost  estimates  in  order  to 
arrive  at  the  logical  setup  for  making  charge-offs  againsjt 
capital. 

This  work  is  now  finished,  but  the  results  have  not  been 
fully  studied  and  analyzed  in  order  to  reach  a  decision  iji 
the  matter.  I  have  not  personally  seen  the  cost  figures,  bi^t 
it  is  my  understanding  that  several  cases  were  assumed 
with  various  dates  for  installation  of  the  additional  units 
but  with  completion  of  a  ten  unit  plant  in  1937-38,  as  set 
forth  in  the  license  application,  and  the  total  cost  computed 
as  of  this  date. 

The  total  cost  for  the  entire  project  includes  construc¬ 
tion  costs,  interest  compounded  semi-annually  and  all  other 
charges  in  connection  with  the  work.  It  is  then  assumed 
logical  to  take  over  into  operation,  a  proportion  of  the 
total  cost  equivalent  to  the  ratio  of  actual  units  installed 
to  the  total  number.  In  other  words,  on  completion  of  a 
two  unit  plant  2/10  of  the  total  [R.  p.  3029]  cost  would 
be  taken  over  as  a  basis  for  fixed  charges.  Upon  comple¬ 
tion  of  a  plant  with  four  units,  4/10  of  the  total  would  b^ 
used,  etc. 
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i  On  the  above  basis  it  is  evident  with  four  units  installed 
at  this  time,  the  fixed  charges  would  be  approximately 
double  those  for  a  two  unit  plant. 

I  have  not  talked  with  Mr.  McLaughlin  recently,  as  he 
is  temporarily  confined  with  a  sprained  ankle.  However, 
both  Mr.  McGrath  and  Mr.  Coffin  feel  that  this  method  of 
arriving  at  the  split  between  fixed  charges  and  capital 
charges  is  the  most  logical,  and  would  result  in  the  most 
favorable  results  so  far  as  the  operating  income  of  the 
company  is  concerned. 

I  imagine  that  it  may  be  another  week  or  two  before  the 
final  recommendation  of  the  local  executives  is  forwarded 
to  New  York,  but  I  thought  you  would  be  interested  in  get¬ 
ting  this  slant  on  the  basis  of  the  figures. 

I  received  a  telegram  today  requesting  the  results  of 
Mr.  Quinan’s  study  of  the  power  situation  as  regards  utiliza¬ 
tion  of  Rock  Island  power.  When  the  final  figures  are 
forwarded  to  New  York,  it  is  possible  that  I  can  arrange  to 
get  a  copy  of  the  report.  At  the  present  time,  however, 
inasmuch  as  no  conclusions  have  been  reached,  the  client  is 
very  reluctant  to  give  out  any  of  the  preliminary  figures. 
I  do  know,  however,  that  Mr.  Quinan’s  latest  figures  confirm 
those  made  several  weeks  ago  by  which  he  reached  the  con¬ 
clusion  that  the  second  two  units  at  Rock  Island  would  not 
be  actually  required  before  1935. 

Yours  very  truly, 

(Sgd)  H.  F.  Anthony 
D.  F. 

H.  F.  Anthony, 
Project  Manager. 
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[It.  p.  3030]  General  Electric  Company 

General  Office  Schenectady,  N.  Y. 


Re:  File  B-38772, 
GE-51754. 


A5S42 


Stone  &  Webster  Engineering  Corp., 
49  Federal  Street, 

Boston,  Mass. 


140  Federal  St., 
Boston,  Mass. 
March  2,  1932, 


Attention  of  Mr.  Wheeler. 


Gentlemen : 


Referring  to  our  telephone  conversation  this  morning] 
regarding  erection  of  #3  and  #4  units  for  Rock  Island,  ij 
am  quoting  from  a  letter  written  by  our  Northwestern 
Engineer  to  Schenectady,  pertaining  to  a  discussion  of  the 
situation  with  your  Mr.  McGrew. 

In  accordance  with  our  conversation  this  morning,  w 
are  proceeding  to  arrange  our  shipping  schedule  with 
view  to  starting  erection  of  #4  unit  on  May  1st  and  erectio 
of  #3  unit  on  July  1st.  If  for  any  reason  we  will  not  be 
permitted  to  follow  this  schedule,  we  should  be  advisee, 
immediately  before  the  matter  goes  any  further  and  any 
additional  plans  are  made: 

“In  regard  to  the  erection  of  units  #3  and  #4,  we 
discussed  this  with  Mr.  McGrew  and  due  to  some 
particular  set-up  with  the  Federal  Power  Commis  ¬ 
sion,  the  Stone  &  Webster  Company  do  not  want  to 
complete  the  Rock  Island  Plant  before  January  1, 
1933.  This  means  that  if  we  go  on  the  job  May  !. 
that  we  will  drag  out  our  part  of  the  work  for 
seven  months.  As  I  see  it,  if  we  do  this  only  a  very 
small  crew  would  be  necessary  as  we  should  be  able 
to  install  a  machine  in  three  months.  I  doubt  very 
much  whether  or  not  the  erection  of  the  water  wheel 
will  be  far  enough  along  so  we  can  start  May  1.  I 
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am  following  this  job  very  closely  and  will  let  you 
know  at  a  later  date  how  the  work  in  the  erection  of 
the  water  wheel  is  coming  along/  * 

Yours  very  truly, 

sgd.  J.  R.  Larrabee, 

Order  Department. 

JRLarrabee  :MER 
phono. 


[R.  p.  3031]  Stone  &  Webster  Engineering 

Corporation 

P.  0.  Box  1410,  Wenatchee,  Wash. 

Wenatchee,  Washington, 
March  11,  1932. 

Construction : 

J.  0.  No.  5579. 

Stone  &  Webster  Engineering  Corporation, 

49  Federal  Street, 

Boston,  Massachusetts. 

Dear  Sirs: 

J.  0.  5579  :  Order  A-5S42 
General  Electric  Company 

We  acknowledge  your  letter  of  March  5  advising  that 
you  have  issued  Memorandum  of  Change  No.  9  to  the  above 
order,  setting  forth  the  dates  upon  which  the  erection  of 
generators  Nos.  3  and  4  is  to  be  started  and  completed. 
We  have  received  copies  of  this  Memorandum  of  Change. 
We  note,  however,  that  your  letter  of  March  5  states  that 
the  erection  of  generator  No.  3  is  to  be  started  May  1,  and 
No.  4  July  1.  This,  of  course,  should  be  reversed  to  read 
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that  the  erection  of  generator  No.  4  will  start  on  May  1, 
and  that  of  No.  3  on  July  1.  The  Memorandum  of  Change, 
however,  reads  correctly.  Your  assumption  that  this  ship¬ 
ping  schedule  should  be  strictly  adhered  to  is  correct. 

With  regard  to  the  comments  made  in  the  letter  of 
March  2,  1932,  from  Mr.  J.  R.  Larrabee  of  the  General 
Electric  Company,  a  copy  of  which  was  enclosed  with  your 
letter,  when  Mr.  Spease,  the  General  Electric  Company’s 
Northwestern  Engineer,  vras  here  during  the  testing  of  the 
generators,  he  remarked  that  it  would  require  about  two 
months  to  erect  one  of  the  main  generators,  and  that  if  the 
units  wrere  installed  in  accordance  with  our  proposed  sched¬ 
ule,  there  w-ould  be  considerable  lost  time.  We  advised 
Mr.  Spease  that  our  license  from  the  Federal  Government 
called  for  the  completion  of  this  project  on  January  1, 
1933,  and  that  we  had  scheduled  our  work  accordingly  and 
desired  to  complete  the  work  in  accordance  wdth  our  latest 
schedule.  With  reference  to  their  comments  regarding  the 
progress  on  the  erection  of  the  water  wheels,  we  can  assure 
the  General  Electric  Company  that  the  water  wheel  erection 
will  be  advanced  to  a  point  where  there  will  be  no  inter¬ 
ference  with  the  erection  of  their  equipment. 

Yours  very  truly, 

sgd.  R.  E.  McGrew 
R.  E.  McGrew, 

Superintendent  of  Construction. 
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[R.  p.  3032] 

Stone  &  Webster  Engineering  Corporation 

Construction 
J.O.  No.  5579. 

Wenatchee,  Washington, 
March  17, 1932. 

Mr.  J.  F.  Spease, 

Northwestern  Engineer, 

General  Electric  Company, 

329  Alder  Street, 

Portland,  Oregon. 

Erection  of  Generators  Nos.  3  &  4 

Rock  Island  Development 

Puget  Sound  Power  &  Light  Company 


Dear  Sir: 

I  am  in  receipt  of  a  letter  from  our  Boston  Office  under 
date  of  March  11,  1932,  together  with  a  copy  of  your  Mr. 
Larrabee ’s  letter  of  March  9  to  our  Boston  Office,  both  in 
reference  to  the  installation  of  Units  Nos.  3  and  4  at  the 
Rock  Island  Development. 

It  appears  from  Mr.  Larrabee ’s  letter  that  there  is  some 
question  in  your  minds  whether  or  not  the  installation  of 
the  water  wheels  will  be  sufficiently  advanced  on  May  1  to 
enable  you  to  start  the  erection  of  the  generators.  Mr. 
Larrabee  also  points  out  in  his  letter  that  your  Mr.  Speigel, 
who  has  been  assigned  as  the  erecting  superintendent,  ques¬ 
tions  whether  or  not  the  erection  of  the  two  generators  can 
be  carried  on  at  the  same  time. 

As  explained  to  you  a  few  weeks  ago  while  you  were 
here  making  tests  on  generators  Nos.  1  and  2,  our  progress 
schedule  is  set  up  to  indicate  that  the  generator  for  Unit 
No.  4  can  be  started  on  May  1  and  should  be  ready  for  pre¬ 
liminary  operation  on  September  1,  and  ready  for  cominer- 
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cial  load  on  October  1, 1932.  Onr  water  wheel  erection  wil|L 
be  in  such  condition  that  the  erection  of  the  generator  for 
Unit  No.  3  can  be  started  on  July  1,  and  should  be  com¬ 
pleted  ready  for  preliminary  operation  on  November  1  and 
ready  for  commercial  load  January  1, 1933.  Regarding  the; 
space  required  for  the  erection  of  the  generators,  we  shal. 
see  that  the  installation  of  the  water  wheels  is  far  enough 
advanced  so  that  you  will  have  ample  space  for  the  erection 
of  the  generators. 

With  reference  to  the  starting  dates  for  the  erection  of 
these  generators,  it  would  seem  to  us  that  we  should  leave 
these  more  or  less  up  to  the  General  Electric  Company,  but 
we  do  want  to  be  assured  that  the  units  will  be  ready  for 
preliminary  operation  and  commercial  load  [R.  p.  3033]  on 
the  dates  mentioned  in  this  letter.  We  also  wish  to  makd 
clear  that  our  construction  program  has  been  set  up  on  the] 
basis  of  completing  this  job  on  January  1,  1933,  and  we  do 
not  desire  to  complete  the  erection  of  Units  Nos.  3  and  4| 
before  the  dates  we  mention  above. 

As  quickly  as  your  schedule  has  been  completed,  please 
forward  to  this  office  the  shipping  dates  and  the  program 
you  expect  to  carry  out  to  meet  our  requirements. 

Yours  very  truly, 


cc  HFA 
TBP 
CDBK 
REM  :RBP 


Stone  &  Webster  Engineering  Corp’n, 

R.  E.  McGrew, 

Superintendent  of  Construction. 


506 


[R.  p.  3040] 

Entire  Licensee’s  Exhibit  S. 

Tabulation  of  Interest  Rates  on  Notes  Payable  by  Licensee, 

1930  to  1932,  Inclusive 

Opposite) 
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March 
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31,  1931 
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8.300,000 
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March 
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April 

30,  1931 

1 

1,200,000 

1,200.000 
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1,150,000 
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31,  1932 
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/ 
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2.850.000 
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[R.  p.  3066]  Puget  Sound  Power  &  Light  Company 

(Rock  Island  Project) 


Report  upon  costs  of 

ITEMS  SUSPENDED  BY  FEDERAL  POWER  COMMISSION 


(Stone  &  Webster  Engineering  Corporation) 


Lybrand,  Ross  Bros.  &  Montgomery 
Certified  Public  Accountants 
New  York  Office 


[R.  p.  3067]  Lybrand,  Ross  Bros.  &  Montgomery 
Certified  Public  Accountants 
90  Broad  Street 
New  York 


February  21,  1939. 

Puget  Sound  Power  &  Light  Company, 

Seattle,  Washington. 

Dear  Sirs: 

Pursuant  to  your  request,  we  have  examined  certain 
accounting  records  of  Stone  &  Webster,  Inc.  Engineering 
Division,  and  of  Stone  &  Webster  Engineering  Corporation 
relative  to  the  Rock  Island  Project  of  Puget  Sound  Power  & 
Light  Company.  The  following  amounts,  we  are  informed, 
have  been  suspended  in  a  report  by  members  of  the  staff  of 
the  Federal  Power  Commission  on  the  cost  of  that  project : 
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the  payroll  and  other  operating  expenses  incurred  by  them 
in  the  ordinary  course  of  business  and  not  charged  directly 
to  clients.  We  have,  however,  excluded  from  these  costs 
the  proportions  of  Boston  office  rent  representing  profit  to 
an  affiliate,  and  all  federal  income  taxes.  We  submit  on 
page  12  a  reconciliation  of  the  costs  apportioned  on  the 
books  and  the  costs  which  we  have  apportioned. 

The  schedules  on  pages  5  and  6  show  the  salaries  and 
other  expenses  for  the  years  1928  to  1932,  inclusive,  and  for 
the  five  months  ended  May  31, 1933  which  were  not  charged 
directly  to  clients  or  to  consulting  engineering  and  construc¬ 
tion  services  and  which  we  have  [R.  p.  3069]  apportioned 
to  costs  of  such  services.  We  believe  that  the  most  reason¬ 
able  basis  for  apportioning  these  salaries  and  other  expenses 
to  costs  of  services  is  the  ratio  which  engineering,  designing, 
estimating,  construction,  field  accounting  and  certain  other 
payrolls  charged  directly  to  each  job  order  bear  to  the  total 
such  payrolls  charged  to  all  iob  orders.  We  have  classified 
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separate  accounts  have  been  kept  for  Boston  office  payro  ll 
charges  to  the  project  and  non-project  portions.  Our  com¬ 
putations  of  the  costs  of  services  applicable  to  the  project 
portion  of  Job  Order  No.  5587  are  based  on  the  corporation! 
segregation  described  above,  as  the  method  followed  by 
the  corporation  appears  to  us  to  be  a  reasonable  one. 

[R.  p.  3070]  We  have  made  a  review  of  the  accounting 
methods  of  Stone  &  Webster,  Inc.  Engineering  Division  and 
of  Stone  &  Webster  Engineering  Corporation  with  respect 
to  consulting  engineering  and  construction  services  for  the 
period  from  January  1, 1928  to  May  31, 1933  and  have  made 
tests  of  the  salaries  and  other  expenses  which  we  believje 
represented  the  costs  for  that  period  of  such  services. 

The  costs  applicable  to  the  Rock  Island  project,  com¬ 
puted  on  the  bases  described  above  which  we  believe  to  be 
equitable,  are  as  follows : 


Suspension 

Number 


Job  Order 

No.  4260 — Investigation  of  Rock  Island 

Development  of  Columbia  River 
No.  5397 — Preliminary  engineering _ 


121  (No.  5579 — Construction  of  Rock  Island 

122  (  Development  (including  acquisi¬ 

tions  of  lands,  rights-of-way, 
etc.,  orchards  operations  and 
operation  of  the  plant  prior  to 
May  31,  1933) _ 

209  No.  5587 — Construction  of  transmission  line — 

“project”  portion _ 


$  3,229.97 
12,237.16 


$  15,467.1|3 


545,905.80 

62,312.17 


$623,685.10 


Details  of  the  computations  of  these  costs  appear  on  pages  7  to  1 

Very  truly  yours, 

sgd  Lybrand,  Ross  Bros.  &  Montgomery 
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[R.  p.  3071] 

STONE  &  WEBSTER,  INC.  ENGINEERING  DIVISION 

AND 


STONE  &  WEBSTER  ENGINEERING  CORPORATION 

Salaries  and  Other  Expenses  to  be  Apportioned  to  Costs  of  Consulting  Engineering  and 

Construction  Services — Years  1928  to  1932,  Inclusive 


Total  Boston  office  payroll  (salaries  and  additional  compensa- 

Less  amounts  charged  directly  to  job  orders  or  included  in 

other  accounts  listed  below  _ 

Balance — salaries  and  additional  compensation  of  executives 
and  employees  of  treasury,  accounting,  auditing,  purchasing, 
construction  and  engineering  and  other  departments  which 

were  not  charged  directly  to  job  orders  or  other  accounts . 

Branch  office,  new  business  and  investigation  expenses . 

Rent,  light  and  heat — - - - 

Advertising  ...... _ 

Cessation  salaries  _ _ 

Use  of  joint  facilities  at  New  York  office - - 

Use  of  joint  facilities  at  Boston  office . 

Office  supplies  - 

Telephone  and  telegraph... . . . . 

Taxes  other  than  federal  income . 

Variation  between  salaries  paid  and  hourly  rates  charged  to  jobs 

Beneficial  payments  - - - - - - 

Time  and  expenses — conventions  and  committees . 

Employees  welfare  - - - 

Mailing  department  and  postage. . 

Travel _ _ _ 

Legal  . i _ 

Stenographic  and  clerical  services.  New  York  office . 

Expenses  of  blueprint  and  photographic  departments  over 

under  absorbed  on  jobs _ _ - 

Depreciation  of  office  furniture  and  equipment- . . 

Portion  of  cost  of  personnel  department  and  Stone  &  Webster 

Journal  .... - - - - - - - 

Salaries  and  expenses  of  office  boys  assigned  to  Stone  &  Webster 

Engineering  Corporation,  paid  by  Stone  &  Webster,  Inc. . 

Miscellaneous  (net)  _ _ _ 

Credit  for  purchasing  department  expenses,  billed  to  affiliated 
companies  . . . . . . 

Total....j. _ _ 


1928 

1929 

1930 

1931 

1932 

$3,484,624.80 

$4,301,392.67 

$4,795,35 2.27 

$2,963,355.64 

$1,509,355.30 

2,432,792.96 

3,081,199.23 

3.33 4,580.13 

2.198.166.45 

1.096,462.05 

1,051,831.84 

1,220,193.44 

1,460.772.14 

765,189.19 

412.89325 

230,061.99 

262.072.31 

246.940.92 

182.597.70 

183.04728 

205,757.14 

214.685.33 

258.515.93 

277.867.52 

213.619.09 

91,447.36 

98.422.45 

109.366.73 

91,625.60 

75287.49 

75.695.86 

79.270.60 

66.953.53 

55,170.43 

23.001.46 

51,969.58 

36,442.42 

24.468.83 

21,516.47 

13,112.97 

115,360.93 

55.312.24 

31.579.92 

44,181.42 

44.545.90 

29.321.99 

7.373.31 

31.227.33 

36.389.42 

40.116.42 

32.478.13 

17.119.04 

23,264.68 

27.329.37 

43.166.22 

79,492.19 

49.799.16 

10,287.66 

9.439.10* 

1,988.79* 

160.95 

13.819.06* 

9.442.10 

11,466.33 

10.31822 

16284.09 

6.782.70 

8.938.84 

21.474.97 

10.800.37 

5.139.02 

5.520.22 

8.648.75 

11.561.18 

24.714.57 

3.076.67 

1.865.84 

7.832.97 

13,523.09 

14.398.11 

11.950.61 

5,925.70 

7.399.86 

9,831.66 

15.984.05 

20.973.01 

4.213.02 

6.631.67 

11.713.50 

3.460.63 

4,363.40 

1.380.72 

18,618.06 

5,112.06 

5,332.73 

13.661.09* 

2.449.64* 

12,189.86 

13266.14 

4,624.33 

10,404.94 

12,592.45 

11,426.73 

11,872.51 

9.883.15 

18,759.89 

9,395.91 

3.651.66 

10.891.91 

26.025.33 

24.824.37 

14.879.94 

15,082.26 

22.848.29 

29,918.56 

26.295.55 

51.15925 

60.000.00* 

60.000.00* 

60.000.00* 

5 3.333.36* 

50.000.00* 

$1,932,417.80 

$2,124,797.83 

$2,397,380.37 

$1,646,624.09 

$1,057,063.75 

As  a  result  of  changes  in  organization  and  in  the  classification  of  expenses  in  the  accounts  the  amounts  shown  above  are  not  comparable 
in  detail  year  by  year. 

*  Decrease  or  deficit. 
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[B.  p.  3072] 


STONE  &  WEBSTER,  INC.  ENGINEERING  DIVISION 

and 

STONE  &  WEBSTER  ENGINEERING  CORPORATION 


Salaries  and  Other  Expenses  to  be  Apportioned  to  Costs  of  Consulting 
Engineering  and  Construction  Services  for  the  Five  Months 

Ended  May  31,  1933 


Total  Boston  office  payroll. 


Less  amounts  charged  directly  to  job  orders  or  other  accounts.. 


Balance — salaries  of  executives  and  employees  of  treasury,  accounting,  auditing, 
purchasing,  construction  and  engineering  and  other  departments  which  were 
not  charged  directly  to  job  orders  or  other  accounts _ 

Maintenance  of  headquarters  and  branch  offices: 

Rent,  light  and  water _  $88,704.65 

Telephone  and  telegraph . . .  8,579.64 

Office  manager  and  messengers . .  7,013.43 

Office  supplies  -  3,711.54 

Mailing  and  postage . .  2.794.79 

Miscellaneous  (net)  -  2,436.87* 


$456,045.18 

274,820.15 

181,225.03 


108,367.18 


Business  operating  expenses: 

Travel  - - - . - 

Depreciation  of  office  furniture  and  equipment . 

Expenses  of  blueprint  and  photographic  departments  under- 

absorbed  on  jobs . 

Conventions  and  committees - 

Miscellaneous  - 

Corporate  operating  expenses : 

Beneficial  payments  . ... ................................... .......... ....... ................ ...... 

Legal  . . — . . . — . . — ...... 

Miscellaneous 


7,896.43 

5,750.00 

3,445.83 

181.45 

6,39427 


8,901.83 

9821 

4229.57 


Taxes  other  than  federal  income.. 


33,667.98 


13229.61 

8,398.66 


$334,888.46 


The  corporation  adopted  a  new  classification  of  accounts  as  at  January  1,  1933. 


*  Decrease  or  deficit. 
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[B.  p.  3073] 

STONE  &  WEBSTER,  INC.  ENGINEERING  DIVISION 

and 


STONE  &  WEBSTER  ENGINEERING  CORPORATION 


Summaries  of  Computations  of  Costs 


Job  Order  No.  4260 

Indirect  expenses  apportioned  for  1928  (page  8,  col.  E) _  $  3229.97 

In  addition,  $4,325.57  salaries  and  $4,654.02  expenses  were  charged  directly  to 
this  job  order  and  included  in  amounts  billed  for  services. 


Job  Order  No.  5397 

Indirect  expenses  apportioned  for  1929  (page  9,  col.  G) _  $  12,237.16 

In  addition,  $19,806.04  salaries  and  $21,086.50  expenses  were  charged  directly  to 
this  job  order  and  included  in  amounts  billed  for  services. 


Job  Order  No.  5579 
Indirect  expenses  apportioned  for 

1929  (page  9,  col.  E) _ 

1930  (page  10,  col.  E) - 

1931  (page  10,  col.  E) _ 

1932  (page  11,  col.  E) _ 

1933  (to  May  31)  (page  11,  col.  E) - 


••••••••••••••••••••■•••••••••a* 


1221729 

227,711.97 

160,790.70 

78.67 2.65 

18.456.66 


Amounts  charged  directly  to  this  job  order  but  not  billable  under  terms  of 
contract : 

Boston  office  payroll - 

Salary  of  William  N.  Patten  for  1932 _ _ . _ 

T ra\d  p crises  .................................................................................................................. 

Other  expenses  - - 


497,84927 


34,543.82 

10,000.00 

2,055.74 

1,456.97 


$545,905.80 


Job  Order  5587  (project  portion) 

Indirect  expenses  apportioned  to  job  order  for 

Engineering  Construction 

1930  (page  10,  cols.  H  and  I) _  $  3,560.23  $14,701.91 

1931  (page  10,  cols.  H  and  I) _  13,667.93  27,76529 

1932  (page  11,  cols.  H  and  I) _  1,598.69  7,34727 

$18,826.85  $49,814.57 


Indirect  expenses  apportioned  to  project  portion: 

o421 4 ^/o  of  $ 1 8,826.85 - - — 

94.455%  of  $49,814.57 ............. 

1932  (page  11,  col.  H) _ — - 

1933  (  5  mos.)  (page  11,  col.  H ) . . . . 

94.455%  of  $1,803.72  Boston  office  payrolls  charged  directly  to  this  job  order 
but  not  billable  under  terms  of  contract - 


10,206.79 

47,052.35 

2,684.39 

664.94 

60,608.47 

1,703.70 


$  62212.17 
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[R.  p.  3074] 

STONE  &  WEBSTER,  INC.  ENGINEERING  DIVISION 

I 

Computations  of  Percentages  for  Apportioning  Indirect  Expenses 
Computations  of  Apportionment  to  Job  Order  4260 

1928 


Period 

(A) 

Total  Indirect 
Expenses 
as  Adjusted 

(B) 

Total  Payroll 
to  Bear 
Indirect 
Expenses 

January  . 

$  147,16220 

$  245,676.86 

February  . 

142263.86 

231,984.77 

March  . 

169,45325 

261,026.78 

April  . 

148,630.02 

211,615.43 

May  . 

162,372.44 

195,016.70 

June  . 

170,795.81 

205,728.09 

July  - 

148,51322 

180,024.69 

August . 

168,752.57 

174,587.41 

September  .... 

144,041.53 

176,163.57 

October  _ 

160,173.80 

163,583.93 

November  . 

180,881.03 

159278.05 

December  _ 

189,377.87 

177248.18 

T  otal 

$1,932,417.80 

$2,381,934.46 

Percentage 

B 

59.90076 

61.32466 

64.91796 

70.23591 

83.26079 

83.02017 

82.49608 

96.65793 

81.76579 

97.91536 

113.56306 

106.84334 


Payroll  Bearing 
Indirect 
Expenses 
Charged  to 
JO  4260 


$  91.60 


40.31 

80.01 

460.34 

350.57 

219.12 

944.49 

509.43 

172.74 

681.77 

$3,550.38 


28^21 

21^.80 

77?27 

49&.81 

19j5.17 

728.43 


$3229.97 
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November  .  190,906.14  256,6287  0  74.39002  1,705.93  1,269.08  1,760.19  1,309.41 

December  _  154,673.81  303,967.61  50.88496  1,702.27  866.20  1^081^86 _ 550.50 

Total  .  $2,124,797.83  $2,986,127.29  .  $17,084.17  $12,217.29 _ $17,010.74  $12,237.16 
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STONE  &  WEBSTER  ENGINEERING  CORPORATION 


Computations  of  Percentages  for  Apportioning  Indirect  Expenses  and  Computations  of 

Apportionments  to  Job  Orders  5579  and  5587 


Period 


1930 

January - 

February _ 

March.. . . 

p  r  1 1 .. — ........ — .....................  * 

May - 

June - 

July - 

August. - 

September  ............................. 

October . . 

November - 

December _ 

Total _ 


1931 

J  anuary ................................. 

February _ 

March . 

April . 

May, _ 

June. . . 

July - 

August . 

September . 

October - 

November - - 

December - 

Total . 


(A) 

(B> 

(C) 

!  (D) 

<B) 

(P) 

(G) 

(H) 

(I) 

Payroll 

Indirect 

Total 

Bearing 

Expenses 

Total 

Payroll 

Indirect 

Apportioned 

Payrolls  Bearing 

Indirect  Expenses 

Indirect 

To  Bear 

Percentage 

F.TpfTlK^f 

to 

Indirect  Expenses  Charged 

Apportioned  to  JO  5587 

Expenses 

Indirect 

A 

Charged  to 

JO  5579 

to  JO  5587 

Engineering 

Construction 

as  Adjusted 

Expenses 

J3 

JO  5579 

CxD 

Engineering 

Construction 

CxP 

CxG 

$  197,476.42 

$  277282.17 

7121858 

$  7248.48 

$  5,16226 

174,775.59 

266,781.93 

65.51253 

13,87427 

9,089.45 

$  3.35 

$  7.48 

$ 

2.19 

$  4.90 

227,500.15 

299,693.71 

75.91089 

12,830.89 

9,740.04 

254.46 

99.78 

193.16 

75.74 

224,710.59 

276,187.32 

81.36166 

14,945.34 

12,159.78 

151.05 

1,94321 

122.90 

1,581.03 

210,574.15 

321,749.08 

65.44670 

21,431.81 

14,026.41 

90.99 

2,401.79 

59.55 

1,571.89 

193,891.35 

296,740.02 

65,34048 

22,685.95 

14,823.76 

19029 

1,864.51 

124.40 

121828 

216,612.94 

291,342.30 

74.34998 

24,718.03 

18,377.85 

462.64 

2,012.59 

343.97 

1,496.36 

185,238.99 

323,135.73 

57.32544 

33,400.88 

19,147.20 

858.80 

2,336.60 

492.31 

1239.47 

180,04023 

283,383.94 

63.53226 

35,790.85 

22,738.74 

176.47 

2,925.81 

112.12 

1,858.83 

192,367.75 

287,800.76 

66.84060 

42,707.94 

28,54624 

370.77 

3206.34 

247.82 

2,143.14 

189,193.42 

279,589.97 

67.66817 

52,800.44 

35,729.09 

724.15 

2,181.18 

490.02 

1,475.96 

204,998.79 

245,154.42 

83.62027 

45,64820 

38,171.15 

1,640.50 

2215.60 

1271.79 

1,936.31 

$2,397,380.37 

$3,448,841.35 

$328,084.18 

$227211.97 

$  4,923.57 

$  21294.89 

$_ 

3,56023 

$  14,701.91 

$  210,673.65 

$  246,930.34 

85.31704 

$  47,421.07 

$  40,45825 

$  669.39 

$  2,452.06 

$  571.10 

$  2,092.03 

113,790.14 

198,464.17 

57.33536 

28,326.84 

16241.30 

734.79 

3,978.49 

42129 

2281.08 

150,528.01 

208,066.13 

72.34623 

19,389.79 

14,027.78 

1,291.84 

3,303.04 

934.60 

2,389.62 

135,713.71 

193,529.89 

70.12545 

16,578.81 

11,625.97 

1,470.59 

3,819.86 

1,03126 

2,678.69 

145,375.92 

203,374.62 

71.48184 

15,007.79 

10,727.84 

1,512.89 

3,564.73 

1,081.44 

2,548.13 

117,161.59 

187,570.55 

62.46268 

11,958.83 

7,469.81 

1,878.34 

3,753.86 

1,17326 

2,344.76 

129232.71 

170,352.70 

75.86185 

11,806.01 

8,956.26 

1,378.92 

2,635.56 

1,046.07 

1,999.38 

129,680.37 

175,078.84 

74.06970 

10,767.79 

7,975.67 

1,096.68 

4,449.35 

812.31 

3295.62 

12729628 

155.003.70 

82.12467 

10,034.79 

8241.04 

1,421.07 

3,355.73 

1,167.05 

2,755.88 

134,747.47 

147,597.47 

9129389 

10,771.37 

9,833.60 

2,344.98 

1,959.04 

2,140.82 

1,788.48 

127,407.78 

119,32221 

106.77616 

11,889.48 

12,695.1 3 

1,749.33 

1.572.72 

1,867.87 

1,67929 

125,016.46 

110,724.79 

112.90738 

111,104.72 

12,538.05 

1258.43 

1,693.72 

1,420.86 

1,912.33 

$1,646,624.09 

$2,116,015.51 

$205,057.29 

$160,790.70 

$  16,80725 

$  36,538.16 

$  13,667.93 

$  27,76529 
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(Licensee’s  Exhibit  BB.) 

STONE  &  WEBSTER,  INC.  ENGINEERING  DIVISION 


Computations  of  Percentages  for  Apportioning  Indirect  Expenses  and  Computations  of 
Apportionments  to  Job  Orders  5579  and  5587  (Continued) 


(A) 

(B) 

(C) 

CD) 

(E) 

(P) 

(G) 

(H) 

(I) 

Payroll 

Indirect 

Total 

Bearing 

Expenses 

Total 

Payroll 

Indirect 

Apportioned 

Payrolls  Bearing 

Indirect  Expenses 

Indirect 

To  Bear 

Percentage 

Expenses 

to 

Indirect  Expenses  Charged 

Apportioned  to  JO  5587 

Expenses 

Indirect 

A 

Charged  to 

JO  5579 

to  JO  5587 

Engineering 

Construction 

Period 

as  Adjusted 

Expenses 

B 

JO  5579 

CxD 

Engineering 

Construction 

CxF 

CxG 

1932 

January . 

$  107,272.57 

$  102,798.91 

104.35186 

$  7,109.94 

$  7,419.35 

$  55925 

$  1,544.01 

$  583.59 

$ 

1,61120 

February - 

101,930.08 

90,135.90 

113.08489 

6,165.59 

6,97225 

355.98 

908.90 

402.56 

1,027.83 

••••••••  ••••« 

101,354.33 

92,268.05 

109.84770 

6,204.65 

6,815.67 

263.34 

1 280.20 

28927 

1,516.12 

105,961.86 

94,224.72 

11245654 

6,41207 

7217.54 

181.50 

1,131.82 

204.11 

1272.81 

May _ _ 

100,191.81 

79,451.55 

126.10429 

8,332.15 

10,50720 

94.49 

1,192.56 

119.16 

1,503.87 

$  1,454.56 

$  1,598.69 

Engineering 

Indirect 

and 

Expenses 

Construction 

Apportioned 

to  Project 

to  Project 

Portion 

Portion 

June . 

91,831.79 

70,260.04 

130.70273 

6,88209 

9,002.92 

$  775.56 

278.07 

$  1,013.68 

363.45 

July - - 

83,077.11 

63,677.44 

130.46553 

6,008.77 

7,839.37 

432.97 

39.93 

564.88 

52.09 

$  6.475.49 

$" 

7,347.37 

August . 

65,888.16 

56,371.99 

116.88103 

4,034.6 3 

4,715.72 

190.57 

222.74 

September . 

72,849.77 

53,941.87 

135.05236 

3,665.09 

4,949.79 

120.00 

162.06 

83,178.27 

73,659.88 

112.92208 

4,289.89 

4,84423 

245.19 

276.87 

November . 

67,455.47 

63,985.30 

105.42339 

3,961.19 

4,176.02 

202.00 

212.96 

December . - . 

76.072.53 

66,439.38 

114.49916 

3,679.06 

4212.49 

201.92 

231.20 

T  ot^l .......................... 

$1,057,063.75’ 

$  907,215.03 

$  66,757.12 

$  78,672.65 

$  2,168.21 

$  2.684.39 

1933 

January . 

$  71,680.41 

$  64,652.50 

110.87028 

$  5,203.14 

$  5768.74 

$  297.35 

$  329.67 

65,052.28 

58,716.87 

110.78976 

3,511.08 

3,889.92 

120.83 

133.87 

68,900.04 

57,449.62 

119.93124 

2.785.06 

3,340.16 

77.78 

9328 

63,383.25 

47,358.98 

133.83576 

2,064.91 

2,763.59 

71.00 

95.02 

May . . . 

65,872.48 

41,177.44 

159.97226 

1.68420 

2.694.25 

8.19 

13.10 

Total . 

$  334,888.46 

$  269,355.41 

$  15,24829 

$  18,456.66 

$  575.15 

$  664.94 
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Total  indirect  expenses  apportioned  in  accompany¬ 
ing  computations  (pages  5  and  6) .  $1,932,417.80  $2,124,797.83  $2,397,380.37  $1,646,624.09  $1,057,06375  $334,888.46 

♦Decrease  or  increase. 
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[R.  p.  3079] 

Puget  Sound  Power  &  Light  Company 
(Rock  Island  Project) 


Report  Upon  Costs  of  Items  Suspended  by 
Federal  Power  Commission 

(Stone  &  Webster  Service  Corporation) 


Lybrand,  Ross  Bros.  &  Montgomery 
Certified  Public  Accountants 
New  York  Office 


[R.  p.  3080] 

Lybrand,  Ross  Bros.  &  Montgomery 
Certified  Public  Accountants 
90  Broad  Street 
New  York 


February  21,  1939. 

Puget  Sound  Power  &  Light  Company, 

Seattle, 

Washington. 

Dear  Sirs : 

Pursuant  to  your  request  we  have  examined  certain 
accounting  records  of  Stone  &  Webster,  Inc.  Operating 
Division  and  Stone  &  Webster  Service  Corporation  in  con¬ 
nection  with  the  Rock  Island  Project  of  Puget  Sound  Power 
&  Light  Company.  The  following  items,  we  are  informed, 
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have  been  suspended  in  a  report  by  members  of  the  staff 
the  Federal  Power  Commission  with  respect  to  the  cost 
that  project : 


of 

of 


Suspension 

Number 


123 


210 


Suspended 
Item 

Proportions  of  management  charges 
to  Puget  Sound  Power  &  Light 
Company — pre-license  period  _  $  23,384.44 

Management  fees  based  on  monthly 
gross  charges  to  capital  asset  ac¬ 
counts,  charged  to  Washington 
Electric  Company  —  post-license 
period . . 

Portions  of  management  fees  based 
on  monthly  gross  charges  to  capital 
asset  accounts,  charged  to  Puget 
Sound  Power  &  Light  Company — 
post-license  period _  5,303.29 


73,049.81 


$101,737.37 


[R.  p.  3081]  During  the  period  from  January  1,  1927  to 
April  30,  1931,  Stone  &  Webster,  Inc.  Operating  Division 
and  Stone  &  Webster  Service  Corporation  rendered  services 
to  public  service  companies,  industrial  companies  ana 
others.  Neither  the  operating  division  nor  the  service  cor 
poration,  however,  segregated  their  expenses  as  between 
the  costs  of  services  rendered  to  any  company  or  group  of 
companies. 

We  have  included  in  costs  of  services  of  Stone  &  Webster), 
Inc.  Operating  Division  and  of  Stone  &  Webster  Service 
Corporation  the  salaries  and  other  operating  expenses 
incurred  by  them  in  the  ordinary  course  of  business.  We 
have,  however,  excluded  from  these  costs  the  proportions 
of  Boston  office  rent  representing  profit  to  an  affiliate.  We 
have  also  excluded  all  federal  income  taxes,  $62,881.07  sal¬ 
aries  and  $20,209.18  other  expenses  which  we  did  not  conL 
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sider  to  be  costs  for  the  present  purpose.  A  reconciliation 
of  salaries  and  operating  expenses  per  books  with  the 
amounts  which  we  have  included  in  costs  of  services  appears 
on  page  9.  We  have  made  a  review  of  the  income  and 
operating  expense  accounts  of  Stone  &  Webster,  Inc.  Oper¬ 
ating  Division  and  of  Stone  &  Webster  Service  Corporation 
for  the  period  from  January  1,  1927  to  April  30,  1931  and 
have  made  tests  of  the  salaries  and  other  expenses  which 
we  believe  represented  the  costs  of  services  for  that  period. 
We  are  of  the  opinion  that  the  costs  of  services  for  that 
period,  on  the  basis  described  above,  were  as  follows: 

[R.  p.  3082] 


Period  Costs  of  Services 

Year  1927  .  $1,315,857.05 

Year  1928  . .  1,355,840.97 

Year  1929  .  1,368,762.65 

Year  1930  .  1,223,297.84 


Four  months  ended  April  30, 1931....  401,281.87 

The  schedules  on  pages  6  and  7  show  for  the  years  1927 
to  1930,  inclusive,  and  for  the  four  months  ended  April  30, 
1931  the  salaries  and  other  expenses  which  we  have  included 
in  the  above  costs  and  which  should  be  apportioned  on  an 
equitable  basis. 

The  following  statement  has  been  made  to  us  by  Mr. 
D.  C.  Barnes,  a  division  manager  of  Stone  &  Webster,  Inc. 
and  Stone  &  Webster  Service  Corporation  during  the  period 
covered  by  this  report: 

“It  was  the  practice  of  Stone  &  Webster,  Inc.  and 
Stone  &  Webster  Service  Corporation  to  assign  one 
of  their  executives  to  supervise  the  performance  of 
their  service  contracts  with  a  separate  group  of  the 
client  supervised  companies.  During  the  period 
under  review  this  work  was  divided  among  four 
executives  known  as  division  managers,  one  of  whom, 
D.  C.  Barnes,  supervised  the  operation  and  develop- 
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ment  of  Puget  Sound  Power  &  Light  Company  ar|d 
its  subsidiaries  and  certain  other  companies.  Tljie 
work  of  these  division  managers  was  closely  asso¬ 
ciated  with  the  work  of  three  of  the  departments  of 
the  organization,  namely,  Division  and  District 
Managers  Department,  Accounting  Department,  add 
Corporation  Department.  In  effect  they  functioned 
as  a  unit  so  that  the  time  devoted  to  a  particular 
project  by  these  three  departments  followed  very 
closely  the  time  devoted  by  the  respective  division 
managers.” 

As  a  basis  of  apportionment  we  have  grouped  the  sal¬ 
aries  and  expenses  to  be  apportioned  to  costs  of  services 
as  follows: 

Service  salaries : 

Division  and  District  Managers,  Accounting  anji 
Corporation  Departments  salaries 

Other  service  salaries  (page  7) 

Supervisory  and  assistants’  salaries  and  other 
expenses. 

[R.  p.  3083]  Vie  have  divided  the  total  salaries  of  the  Divi¬ 
sion  and  District  Managers,  Accounting  and  Corporation 
Departments  for  each  of  the  years  1927  to  1930,  inclusive, 
and  for  the  four  months  ended  April  30,  1931  by  the  aggre¬ 
gate  working  hours  of  division  managers  in  the  respective 
periods  to  determine  the  salary  cost  of  these  departments; 
per  hour  of  division  managers’  time.  We  have  also  divided 
the  totals  for  each  period  of  supervisory  and  assistants’ 
salaries  and  other  expenses  by  total  service  salaries  to 
determine  percentages  for  the  addition  to  service  salaries 
of  a  fair  proportion  of  the  overhead  consisting  of  the  super  ¬ 
visory  and  assistants’  salaries  and  other  expenses. 
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We  have  been  informed  that  Mr.  Barnes  estimates  that 
the  time  which  he  spent  in  connection  with  the  Rock  Island 
Project  was  as  follows: 

Year  Hours 


Pre-license  period: 
1927... . 

1928  . 

1929  . 


Post-license  period: 


Hydro-electric  plant: 

1930  . 

1931  . 


Transmission  line: 
1930 . 


420 

101 

521 

58 


[R.  p.  3084]  The  costs  applicable  to  the  Rock  Island  Project 
computed  on  the  basis  of  salary  costs  of  the  Division  and 
District  Managers,  Accounting  and  Corporation  Depart¬ 
ments  for  the  hours  spent  thereon  by  Mr.  Barnes  plus 
proportions  of  overhead  expenses  are  as  follows: 
Suspension 


Number  Costs  of  Services 

6  Years  1927, 1928, 1929 .  $17,477.45 

123  Hydro-electric  plant .  37,861.20 

210  Transmission  line .  4,123.80 

$59,462.45 


i 


Details 
page  8. 


of  the  computations  of  these  costs  appear  on 

Very  truly  yours, 

Lybband  Ross  Bros.  &  Montgomery 
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STONE  &  WEBSTER,  INC.  OPERATING  DIVISION 

and 

STONE  &  WEBSTER  SERVICE  CORPORATION 
Salaries  and  Other  Expenses  to  be  Apportioned  to  Costs  of  Services 


Four  Months 


Use  of  joint  facilities  at  Boston  office . . . 

Use  of  joint  facilities  at  New  York  office- . . 

Rent,  light  and  heat . 

Portion  of  cost  of  purchasing  department  of  an  affiliate. . 

Advertising  - - - 

Taxes,  other  than  federal  income— - - 

Portion  of  cost  of  personnel  department  and  Stone  &  Webster 

Journal  . . . — 

Employees  welfare  — . . . . 


Office  supplies  —————— 

Telephone  and  telegraph  - 

Salaries  and  expenses  Of  office  boys  assigned  to  Stone  &  Webster 

Service  Corporation,  paid  by  Stone  &  Webster,  Inc. - 

T  ravel  .....  ....  ........... 

Depreciation  of  office  furniture  and  equipment . 

Office  equipment  repairs  - - - 

P ostage  .... ...................................... 

Unbilled  portion  of  stationery  department  salaries  and  expenses 
Books  and  magazines  - - - 

Expenses  of  employees  working  overtime— . 

Insurance  .................................................................................................. 

Membership  dues - - - 

Bench c i 1  p ^ inents  ................................................................................ 

New  business  and  investigation  expenses _ _ 

Circularizing  _ 

Legal  ............ ..........  . . ............... 

Miscellaneous  _ l - 

Total  expenses  other  than  salaries . 

Supervisory  and  assistants’  salaries  (page  7) . 


Division  and  District  Managers,  Accounting  and  Corporation 

Departments  salaries  (page  7) . . . . . 

Other  service  salaries  (page  7) . . . . . 

Total  salaries  and  other  expenses . 


!  1927 

1928 

fear* - 

1929 

1930 

April  30. 1931 

$  171,343.34 

$  153,106.61 

$  71,637.58 

68,748.77 

69,292.75 

30286.54 

$  3,600.00 

$ 

1200.00 

91,02223 

87271.66 

96,678.94 

99,965.42 

30,199.52 

60,000.00 

60,000.00 

60,000.00 

60,000.00 

20,000.00 

5,68222 

29,387.99 

31,197.60 

14206.13 

750.00 

14,576.65 

9,789.58 

4,143.55 

18239.02 

10,793.08 

1 

14232.34 

26,862.89 

3,522.82 

i  9,80820 

31.77428 

7,417.77 

4,540.00 

117.08 

16,00202 

6,821.17 

27,663.54 

11,838.63 

2,805.00 

11,343.63 

9,763.17 

10,432.62 

10,381.60 

3242.03 

1 

6,076.60 

11290.49 

2,558.44 

:  6,043.47 

5,608.14 

2,628.78 

8231.83 

966.79 

i 

4,493.86 

9,671.79 

3200.00 

4,783.94 

3217.69 

3,310.02 

5,551.72 

178.79 

!  762.43 

1,581.19 

3282.64 

6,969.33 

2,187.11 

! 

97129 

21,830.69 

9,624.35 

:  816.72 

887.42 

3260.91 

1,594.18 

203.52 

i  549.43 

44825 

3827 

23.32 

103.50 

'  1,721.35 

3,88425 

8,154.72 

2,94220 

375.85 

I  2,114.54 

1,524.29 

1,334.19 

892.11 

679.76 

i  113.00 

186.33 

88.00 

584.00 

184.00 

253.53 

465.40 

10,347.50 

88.62 

20.00 

:  5.00 

55923 

5286.82 

1,097.11 

i 

j 

4,043.88 

1,436.62 

[ 

3.75 

3,988.75 

255 

250.00 

13.137.12 

197.45 

2,324.61 

11206.34 

970.85 

$  478,832.59 

$  475,461.47 

$  401,061.10 

$  344,329.76 

$ 

96,418.77 

155.553.00 

161,535.81 

235,895.66 

263,845.90 

82,485.48 

$  634,385.59 

$  636,99728 

$  636,956.76 

$  608,175.66 

J 

178,90425 

364,325.16 

289,643.98 

363,677.90 

289,565.44 

118,513.14 

317,146.30 

329,199.71 

368,127.99 

325,556.74 

103,864.48 

$1,315,857.05 

$1,355,840.97 

$1,368,762.65 

$1223297.84 

$  401281.87 

As  a  result  of  changes  in  organization  and  in  the  classification  of  expenses  in  the  accounts  the  amounts  shown  above  are  not  comparable 
in  detail  period  by  period. 


STONE  &  WEBSTER,  INC.  OPERATING  DIVISION 

AND 

STONE  &  WEBSTER  SERVICE  CORPORATION 
Salaries  Included  in  Costs  of  Services 

Four  Months 

/ - - - - Years  ■  ■■  s  Ended 


Department 

Division  and  District  Managers . . 

Accounting  (called  Treasurers'  prior  to  1930) _ 

Corporation  _  _  _ 

1927 

$201,245.76 

81,254.02 

81,825.38 

1928 

$218,18821 

86,111.77 

85,344.00 

1929 

$186223.03 

86,020.89 

91,433.98 

1930 

$134,494.12  ' 
71,997.00 
83,074.32 

April  30. 1931 

$  60,03027 
30,92125 
27,561.62 

Total  Division  and  District  Managers,  Accounting  and 
Corporation  Departments  - 

$364,325.16 

$389,643.98 

$363,677.90 

$289,565.44 

$118,513.14 

Other  service  salaries: 

Research  and  analysis  . . . 

Public  relations  and  operating  engineers - 

Merchandise  and  rates _ 

Statistics  _  _  _ 

Real  estate  and  insurance. . . 

Taxation  _  ....  ...... _ _  _  _  , 

Transfer  . . . . . 

Stationery  . . .  . . . 

$120,667.56 

56,014.18 

32,955.22 
15,166.04 
29,084.47 
63,258 .83 

$121,992.02 

45,911.67 

38237.49 

16200.00 

29,948.06 

76,810.47 

$126,424.48 

39,51722 

31,849.74 

16,500.00 

32,057.62 

118,916.61 

2,86222 

$116,86321 

18240.06 

37,840.00 

14,859.46 

11,916.65 

32,100.88 

84,827.52 

8,908.96 

$  36211-93 
12,528.32 

12,590.00 

4.413.64 

4.766.65 
10799.98 
22,553.96 

Total  other  service  salaries _ 

$317,146.30 

$329,199.71 

$368,127.99 

$325,556.74 

$103,864.48 

Total  service  salaries . . . . . . „ 

$681,471.46 

$718,843.69 

$731,805.89 

$615,122.18 

$222,377.62 

Supervisory  and  assistants’  salaries: 

General  executives  . .  . . . 

Division  executives  —  . . .  . . . 

General  executive  secretaries . . . 

Stenographers  . . .  . ....  . 

Mailing  .. ........................................................ ...................... .. ... .. ....... 

Accounting  (bookkeeping)  - 

Other  _ _ _ _ _ _  _  _ 

$  59,000.00 
38.984.00 
5,843.00 
51,474.00 
3,452.00 

j 

5,800.00 

$  56,000.00 
40,008.00 
6,112.00 
48,611.81 
3,504.00 

6,100.00 

1200.00 

$112,833.33 

41,112.00 

7,322.00 

48,612.97 

3.556.00 

2,918.00 

5,508.00 

14,033.36 

$141,083.26 

41,164.00 

8,011.62 

37,092.02 

3,556.00 

5.931.00 

7.008.00 

20,000.00 

$  24,999.98 
27,710.66 
1,600.00 
14,469.88 
3276.00 
1,392.00 
2,370.32 
6,666.64 

Total  supervisory  and  assistants’  salaries _ 

$155,553.00 

$161,535.81 

$235,895.66 

$263,845.90 

$  82,485.48 

Total  salaries  - 

$837,024.46 

$880279.50 

$967,701.55 

$878,968.08 

$304,863.10 
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[B.  p.  3103] 

Entire  Licensee’s  Exhibit  HH. 

Stone  &  Webster  Engineering  Corporation 

Transcript  from  Records  of  Board  of  Directors. 

•  •  •  *  • 

“Resolved,  that  this  Board  hereby  adopts  for  the  year 
1930  the  following  plan  for  the  compensation  of  certain  of 
its  officers  and  employees  on  a  fixed  and  contingent  basis : 

“Such  of  the  officers  and  employees  of  the  Corporation 
as  may  be  selected  for  such  purpose  by  the  Salary  Commit¬ 
tee  from  time  to  time  shall  be  compensated  on  the  basis  of 
first  a  fixed  amount  at  the  rate  per  year,  as  determined  by 
the  Salary  Committee  in  each  individual  case,  and  second 
a  contingent  amount  measured  by  the  percentage,  as  deter¬ 
mined  by  the  Salary  Committee  in  each  individual  case,  of 
the  net  earnings  of  the  Corporation  for  the  twelve  months 
ending  November  30,  1930  derived  from  the  construction 
and  engineering  business  carried  on  directly  by  the  Corpo¬ 
ration  and  from  such  other  sources,  if  any,  as  the  Board 
may  determine.  The  total  of  such  percentages  shall  not 
exceed  in  the  aggregate  30%.  The  determination  of  the 
Board  of  the  manner  of  ascertaining  and  the  charges  or 
reserves  to  be  made  in  ascertaining  the  net  earnings  on 
which  the  contingent  part  of  such  salaries  is  based,  as  above 
provided,  shall  be  final  and  binding  upon  all  those  paid  in 
such  manner.,, 

•  •  •  •  * 


I,  the  undersigned,  Secretary  of  Stone  &  Webster  En¬ 
gineering  Corporation,  hereby  certify  that  the  foregoing 
is  a  true  and  correct  transcript  from  the  records  of  a  Special 
Meeting  of  the  Board  of  Directors  of  said  Corporation  held 
on  December  4,  1929,  said  meeting  having  been  duly  held 
and  a  quorum  being  present  and  voting  in  the  affirmative 
on  the  above,  all  as  required  by  the  By-laws  of  the  Corpo¬ 
ration. 

Witness  my  hand  and  the  seal  of  said  Corporation  this 
22nd  day  of  March,  1939. 


W.  E.  Horwtll, 
Secretary. 


(Corporate  Seal) 
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Entire  Licensee’s  Exhibit  II. 

December  11, 1929. 


Executive 

Mr.  R.  E.  Argersinger 

Stone  &  Webster  Engineering  Corp. 

49  Federal  Street 
Boston,  Mass. 

Dear  Argersinger ; 

As  yon  are  aware,  yon  are  compensated  by  the  Engineer¬ 
ing  Corporation  in  two  ways ;  first,  by  a  fixed  amonnt  pay- 
i  able  monthly,  and,  second,  by  a  contingent  amonnt  payable 
usually  in  December  and  measured  by  the  net  earnings  of 
the  Engineering  Corporation  ascertained  in  the  manner 
determined  by  the  Board. 

A  cashier’s  check  is  enclosed  covering  the  contingent 
part  of  your  salary  for  the  year  1929,  based  on  net  earnings 
for  the  twelve  months  ending  November  30, 1929. 

You  will  also  be  interested  to  know  that  the  Engineering 
Corporation  will  continue  this  plan  of  compensation  in  two 
parts  during  the  year  1930  and  that  your  name  will  continue 
on  the  list  of  officers  and  employees  so  paid.  The  net  earn¬ 
ings  upon  which  the  contingent  portion  of  your  compensa¬ 
tion  will  be  based  are  the  net  earnings  derived  from  the 
construction  and  engineering  business  carried  on  directly 
1  by  the  Corporation  and  from  such  other  sources,  if  any,  as 
1  the  Board  may  determine.  The  determination  of  the  Board 
of  the  manner  of  ascertaining  and  the  charges  or  reserves 
to  be  made  in  ascertaining  such  net  earnings  shall  be  final 
and  binding  upon  all  paid  in  such  manner. 

Yours  very  truly, 

J.  H.  Manning, 
President. 
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Entire  Opinion  and  Order  Determining  Actual  Legiti¬ 
mate  Original  Cost  of  Project  No.  943,  as  of  May 
31,  1933,  and  Prescribing  Accounting  Therefor, 
Adopted  July  28, 1942. 
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[R.  p.  3113] 


United  States  of  America 
FEDERAL  POWER  COMMISSION 
Opinion  No.  78 


Appearances : 

For  the  Licensee : 

William  E.  Tucker  and 

Charles  D.  G.  Breckinridge  of  Mudge,  Stern, 
Williams  and  Tucker 

For  the  Commission : 

Chari.es  M.  Goetz, 

Charles  V.  Shannon,  and 
F.  R.  Bell 
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(Opinion  No.  78  and  Order.) 

[E.  p.  3114]  OPINION 

By  the  Commission: 


This  matter  involves  the  determination,  nnder  Sec¬ 
tion  4(b)  of  the  Federal  Power  Act,  of  the  actual  legitimate 
original  cost  as  of  May  31, 1933,  of  the  Rock  Island  Project 
No.  943  of  the  above  named  Licensee. 

The  project  is  located  on  the  Columbia  River  in  thp 
State  of  Washington  approximately  145  miles  downstream 
from  the  Grand  Coulee  project  and  310  miles  upstream 
from  the  Bonneville  project.  It  was  constructed  in  accord¬ 
ance  with  plans  previously  approved  by  us  and  includes  k 
comparatively  low  dam,  of  which  the  power  house  forms  ap 
integral  part.  The  initial  installation  was  60,000  kw  of  a 
contemplated  ultimate  capacity  of  150,000  kw.  Two  110  kv 
transmission  lines  connecting  the  power  plant  with  Licenj- 
see’s  system  are  included  under  the  license  as  amended. 

On  January  21,  1930,  we  issued  a  license  for  the  conL 
struction  and  operation  of  this  project  to  Washingtoiji 
Electric  Company,  a  wholly  owned  subsidiary  of  thfc 
Licensee.  On  June  30,  1931,  the  license  was  transferred, 


with  our  approval,  to  the  present  Licensee. 

Following  completion  of  construction,  Licensee  filed  its 
initial  cost  statement,  claiming  $15,904,514.57  as  the  actual 
legitimate  original  cost  of  the  project  as  of  [R.  p.  3115]  May 
31, 1933.  After  an  accounting  examination  and  engineering 
analysis,  the  Commission’s  staff  prepared  a  report  in  which 
$3,133,144.82  of  the  claimed  cost  was  suspended  for  further 
consideration  and  the  balance  was  recommended  for  ap¬ 
proval.  Following  service  of  the  staff  report  and  Licensee’s 
protest  thereto,  hearings  were  held  before  a  trial  examiner 
during  March  1939.  Briefs  have  been  filed  by  counsel  for 
Licensee  and  counsel  for  the  Commission. 


Amounts  not  Suspended — $12,771,369.75 


The  Commission’s  staff  recommends  that  expenditures 
totalling  $12,771,369.75,  which  were  not  suspended  in  the 
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staff  report,  are  proper  charges  to  the  fixed  capital  accounts 
of  the  project.  Upon  consideration  of  the  evidence  of  rec¬ 
ord,  including  the  staff’s  recommendation,  this  amount  of 
$12,771,369.75  is  allowed. 

The  $3,133,144.82  balance  of  the  claimed  cost  which  was 
suspended  in  the  staff  report  will  be  disposed  of  after  a 
determination  of  the  construction  period. 

Construction  Period 

There  is  no  dispute  that  June  1,  1927  marks  the  begin¬ 
ning  of  the  preliminary  development  period  since  from 
this  date  forward  project  activities  show  fair  continuity.1 
[R.  p.  3116]  There  is  a  real  dispute,  however,  as  to  the  date 
when  interest  during  construction,  taxes  and  related  items 
should  cease  as  project  charges.  Until  the  middle  of  1931 
construction  progress  indicated  completion  of  the  Rock 
Island  development  by  August  1,  1932.  The  transmission 
line  was  completed  and  in  operation  by  November  of  1931. 
Generating  Units  1  and  2  were  first  placed  in  operation  in 
November  and  October,  1931,  respectively.  After  test 
periods  and  correction  of  defects,  they  were  available  for 
dependable  operation  by  the  spring  of  1932.  To  this  extent 
the  project  was  an  operating  unit  of  Licensee’s  system  as 
early  as  April  1932. 

Following  the  business  recession  of  1929-1930  there  was 
a  sharp  falling  off  of  demand.  The  project,  contemplated 
as  necessary  to  meet  the  anticipated  growth  of  demand 
after  August  of  1932,  was  not  required  to  meet  the  system 
load.  When  this  became  apparent,  Licensee  took  steps  to 
retard  the  construction  program.  It  directed  the  manufac¬ 
turers  to  postpone  delivery  of  generator  parts  and  other 
equipment.  Units  4  and  3  were  not  put  into  operation  until 
October  and  December  of  1932.  The  result  was  to  prolong 
construction  activities  until  January  21, 1933,  the  final  date 
fixed  in  the  license  for  completion  of  the  project. 


1  Cf.  Alabama  Power  Company,  Licensee,  1  F.P.C.  25,  41. 
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Licensee  contends  that  its  acts  were  in  conformance 
with  sound  business  principles,  that  the  completion  date  met 
[E.  p.  3117]  the  requirements  of  the  license  and  therefore 
interest  during  construction  should  be  allowed  for  the 
entire  period  to  January  21,  1933.  With  this  we  are  unable 
to  agree.  The  effect  of  the  deliberate  delay  in  construction 
was  to  increase  project  cost  and  to  postpone  the  necessity 
of  paying  project  fixed  charges  from  revenues  of  Licensee’s] 
system.  We  cannot  permit  operating  losses  due  to  idle 
installation  to  be  capitalized  as  a  construction  cost.  While 
we  make  every  effort  to  require  conservative  planning  and 
reasonable  expenditures  by  a  licensee,  the  Act  does  not 
guarantee  a  return  on  the  investment  in  a  licensed  project.2 
Moreover,  the  license  prescribes  the  maximum,  not  the 
minimum,  period  which  may  be  utilized  in  project  construc¬ 
tion.  Interest  during  construction,  taxes  and  related 
charges  are  to  be  allowed  for  the  period  during  which 
Licensee,  by  due  diligence  and  prudence,  could  have  com- 
pleted  the  project.3 

The  U.  S.  Army  engineer  proposed  a  series  of  dates  for 
the  cessation  of  interest  and  taxes,  November  30,  1931  for 
the  transmission  line,  June  1,  1932  for  one  half  of  the 
power  plant  and  other  principal  works,  and  January  1, 1933 
for  the  balance.  The  Commission  engineer  was  of  the 
opinion  [E.  p.  3118]  that  for  the  purposes  of  determining 
interest,  taxes  and  related  charges  during  construction,  the 
date  of  June  1,  1932  should  be  adopted  for  the  entire 
project. 

After  a  full  consideration  of  the  evidence  of  record,  we 
conclude  that  with  due  diligence  the  project  could  have  been 
made  available  for  the  use  intended  at  least  by  July  31, 
1932.  The  delayed  construction  program  affected  only  gen-  j 
erating  Units  3  and  4.  July  31,  1932  would  have  permitted 
the  installation  of  all  units  and  a  reasonable  test  period  for 

2  Cf.  Chelan  Electric  Co..  Licensee,  1  F.P.C.  91.  97. 

3  Cf.  Alabama  Power  Co.,  Licensee,  1  F.P.C  25,  41 ;  Clarion  River  Power 
Co.,  1  F.P.C  269,  287. 
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Units  3  and  4  had  they  been  installed  when  contemplated.4 
After  eight  months  ’  experience  with  Units  1  and  2  only  a 
nominal  test  period  for  the  identical  Units  Nos.  3  and  4 
should  have  been  necessary.  We  are  opposed  to  any  capacity 
allocation  of  construction  expenditures  as  suggested  by  the 
U.  S.  Army  engineer5  and  July  31,  1932  is  fixed  as  the  end 
of  the  construction  period  for  the  entire  project,  including 
the  transmission  lines. 

Suspension  No.  1 — Salaries  and  Expenses  of 
Licensee’s  Seattle  and  Wenatchee  Offices, 
Pre-License _  $24,987.07 

We  allow  this  item  which  represents  an  apportionment 
to  this  project  of  certain  salaries  and  expenses  of  Licensee’s 
[R.  p.  3119]  Seattle  and  Wenatchee  offices  during  the  pre¬ 
license  period  from  June  1927  to  December  1929,  inclusive. 
The  use  of  signed  monthly  time  reports  as  the  basis  of  ap¬ 
portionment  was  reasonable.  The  resulting  project  charges 
were  equitable  and  have  been  recommended  for  allowance 
by  the  staff.  The  amounts  here  claimed  as  construction 
cost  were  credited  to  Licensee’s  operating  expenses,  those 
which  had  been  credited  to  suspense  accounts  prior  to  1930 
being  credited  in  that  year  to  operating  expenses.  Such 
an  adjustment  does  not  constitute  a  reaccounting  as  capital 
expenditures  of  amounts  previously  recorded  as  operating 
expenses.6 

Suspension  No.  2 — Investigating  Other 
Streams .  $30,538.06 

This  amount  is  an  apportionment  to  the  project  of  the 
cost  of  investigating  various  streams  in  the  State  of  Wash- 


4  Cf.  Portland  General  Electric  Co.,  1  F.P.C.  161,  172-173. 

5  Cf.  Chelan  Electric  Co.,  Licensee,  1  F.P.C.  91,  97. 

6C/.  Northwestern  Electric  Co.,  F.P.C.  Op.  No.  56,  affirmed  Northzcestcm 

Electric  Co.  v.  Federal  Power  Comm.,  —  F.  (2d)  .  (No.  9756,  C.C.A.-9th, 

decided  Feb.  13,  1942). 
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/ 

ington,  other  than  the  Columbia  River  on  which  this  projec; 
is  built,  during  the  period  from  February  1923  through 
April  1929.  We  disallow  this  charge  since  the  record  shows 
that  the  sites  investigated  are  still  available  for  develop¬ 
ment,  their  flow  being  unaffected  by  the  construction  of  this 
project.  Such  cost  should  be  carried  [R.  p.  3120]  in  a  sus  ¬ 
pense  account  until  the  sites  investigated  are  developed  or 
definitely  abandoned.7 

Suspension  No.  3 — Study  of  Power  Require¬ 
ments  _ _  $28,174.33 

We  also  disallow  this  item  which  represents  an  appor¬ 
tionment  to  the  project  of  the  cost  of  making  a  study,  during' 
the  period  from  July  1926  through  March  1929,  of  the  power 
requirements  of  Licensee’s  system  for  the  next  ten  years. 
Such  surveys  are  system  expenses,  one  of  the  necessities  of 
alert  management,  but  are  not  part  of  actual  legitimate 
original  cost  of  this  project. 

Suspension  No.  4 — Interest  During  Con¬ 
struction,  Pre-License . $  10,701.82 

Suspension  No.  119 — Interest  During 

Construction,  Post-License .  1,662,363.69 

Suspension  No.  120 — Interest  Earned  on 

Hydro  Construction  Funds .  (3,804.90) 

Suspension  No.  207  —  Interest  During 

Construction,  Transmission  Line .  153,832.20 

Suspension  No.  208 — Interest  Earned  on 
Transmission  Line  Construction  Funds  (409.68) 

These  suspensions  question  the  amounts  claimed  by  Li¬ 
censee  for  interest  during  construction.  They  are  discussed 
together  because  their  disposition  depends  upon  (1)  the 
base  [R.  p.  3121]  upon  which  interest  is  to  be  computed, 


7  Clarion  River  Power  Co.,  Licensee,  1  F.P.C.  269,  296, 
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■  (2)  the  period  for  which  interest  is  to  be  allowed,  (3)  the 
rate  of  interest,  and  (4)  the  method  of  computing  interest.8 

We  need  consider  only  the  last  two  elements  since  the 
first  of  the  above-named  elements  is  dependent  upon  the 
total  claimed  expenditures,  other  than  interest,  allowed  by 
us  as  proper  project  cost  and  the  second  we  have  deter¬ 
mined  to  be  from  June  1,  1927  to  July  31, 1932,  inclusive. 

None  of  Licensee’s  permanent  financing  can  be  spe¬ 
cifically  “earmarked”  as  applicable  to  this  project  only. 
We  must  therefore  determine  a  reasonable  rate  of  interest 
to  be  allowed  for  use  of  Licensee’s  own  funds  during  con¬ 
struction.9  Upon  consideration  of  all  evidence  of  record, 
including  the  cost  of  money  studies  introduced  by  Licensee 
and  the  staff,  we  find  that  6  per  cent  simple  interest  is  a 
reasonable  rate  for  use  of  Licensee’s  own  funds.  Simple 
interest  at  the  rate  of  6  per  cent  per  annum  is,  therefore, 
allowed  for  each  month  during  the  period  from  June  1, 
1927,  to  July  31,  1932,  inclusive,  computed  upon  one-half 
of  that  month’s  net  approved  project  costs  (exclusive  of 
[R.  p.  3122]  interest)  plus  the  accumulated  net  total  of 
approved  project  costs  (exclusive  of  interest)  for  previous 
months.10 

Suspensions  4,  119,  and  207  are  accordingly  disposed  of 
by  allowing  $7,682.28,  $1,122,564.25,  and  $104,564.84  and  dis¬ 
allowing  $3,019.54,  $539,799.44,  and  $49,267.36,  respectively. 

Since  our  allowance  of  interest  is  computed  on  monthly 
expenditures  rather  than  advances  to  the  contractor,  we 
disallow  the  $3,804.90  and  $409.68  credits  for  interest  earned 
on  unexpended  funds  in  bank,  represented  by  Suspensions 
Nos.  120  and  208,  respectively.11 


8  Florida  Power  Corporation,  Licensee,  1  F.P.C.  390,  402;  Lexington  Water 
Power  Company,  1  F.P.C.  430,  437. 

9  Cf.  Chelan  Electric  Co.,  Licensee,  1  F.P.C.  102,  108. 

10  Cf.  Safe  Harbor  Water  Potvcr  Corp.,  Licensee,  1  F.P.C.  230,  254 ;  North¬ 
ern  States  Power  Co.,  1  F.P.C.  329,  349. 

11  Cf.  Florida  Power  Corporation,  Licensee,  1  F.P.C.  390,  404. 
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Suspension  No.  5 — Stone  &  Webster  Engi¬ 
neering  Corporation  100%  Overhead  on 

Certain  Salaries,  Pre-License _  $23,957.1(1 

Suspension  No.  121 — Stone  &  Webster  En¬ 
gineering  Corporation  6*4%  Construc¬ 
tion  Fee,  Hydro  Plant .  663,328.64 

Suspension  No.  122 — Stone  &  Webster  En¬ 
gineering  Corporation  Fixed  Fees .  43,600.0f) 

Suspension  No.  209 — Stone  &  Webster  En¬ 
gineering  Corporation  6^4%  Construc¬ 
tion  Fee,  Transmission  Line _  68,900.33 

These  engineering  fees  were  questioned  by  the  staif 
for  determination  of  the  portion  representing  profit  to 
[R.  p.  3123]  Licensee’s  affiliate,  Ston^  &  Webster  Engineer¬ 
ing  Corporation.12  Such  determination  is  the  sole  issue  pre¬ 
sented  by  the  suspensions,  the  affiliation  being  undisputed 
and  Licensee  having  recognized  at  the  hearing  that  the 
amount  to  be  allowed  under  our  decisions13  cannot  exceed 
actual  cost  to  the  affiliated  contractor. 

For  preliminary  engineering  services  on  this  project  the 
contractor  charged  its  travelling  and  incidental  expenses, 
direct  salaries,15  plus  100  per  cent  of  the  direct  salaries  to 
cover  overhead  of  its  Boston  office.  The  charge  for  over¬ 
head  amounting  to  $23,957.11  was  questioned  by  Suspension 
No.  5.  For  constructing  the  hydro  plant  the  contractor 
received  a  6*4%  per  cent  fee  which  amounted  to  [R.  p.  3124] 
$663,32S.64  and  is  represented  by  Suspension  No.  121.16  Thl 
contractor  was  also  paid  fixed  fees  of  $40,500,  $1,700,  and 
$1,400,  respectively,  for  acquiring  lands  and  rights-of-way, 


12  These  items  represent  the  contractor’s  overheads  and  profit  and  are  12(1 
addition  to  salaries,  materials  and  other  costs  of  the  contractor  which  were 
charged  direct  to  this  project. 

13  Alabama  Pozecr  Co.,  Licensee.  1  F.P.C.  25,  31 ;  Chelan  Electric  Co.,  Liccnl 
see.  1  F.P.C.  102,  108;  Louisville  Hydro-Electric  Co.,  Licensee,  1  F.P.C.  130], 
136:  Lexington  Water  Power  Co..  Licensee,  1  F.P.C.  430,  473.. 

14  The  charge  for  travelling  and  incidental  expenses  amounting  to  $25,740.52 
was  not  suspended  by  the  staff. 

15  The  charge  for  direct  salaries  amounting  to  $24,131.61  was  not  suspended 
by  the  staff. 

16  The  contract  under  which  this  fee  was  paid  was  originally  signed  by  Licen  ¬ 
see’s  subsidiary,  Washington  Electric  Company,  and  was  assigned  to  License* 
on  July  1,  1931,  after  the  license  had  been  similarly  transferred  on  June  30,  1931. 
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operating  the  orchards,  and  operating  the  plant  during  the 
i  construction  period.17  These  fees,  totalling  $43,600,  are 
questioned  by  Suspension  No.  122.  Finally,  the  contractor 
received  a  6^4  per  cent  fee  for  building  the  transmission 
line.  This  fee  amounted  to  $68,900.33  and  is  represented 
by  Suspension  No.  209. 

To  determine  the  portion  of  these  fees  representing 
actual  cost  to  the  contractor,  an  audit  of  its  books  was  made 
!  by  a  firm  of  accountants18  employed  by  Licensee  for  that 
purpose.  Their  examination  disclosed  that  during  the  period 
from  January  1, 1928  to  May  31, 1933  the  recorded  expenses 
of  the  contractor’s  Boston  office  totalled  $22,200,222.24  and 
included  $12,109,489.05  of  payrolls  charged  direct  to  this 
and  other  projects  and  $10,090,733.19  [R.  p.  3125]  of  over- 
i  heads.  For  the  purpose  of  determining  cost  in  this  pro¬ 
ceeding  the  auditors  reduced  the  overheads  to  $9,493,172.30 
i  by  eliminating  Federal  income  taxes,  inter-company  profit 
in  Boston  office  rent  and  certain  miscellaneous  items. 

The  adjusted  overheads  of  $9,493,172.30  were  then  pro- 
!  rated  monthly  to  this  and  other  projects  on  the  basis  of  the 
i  direct  payroll  charged  to  each.  This  resulted  in  $623,685.10 
of  the  overheads  being  allocated  to  this  project  and  in  the 
opinion  of  the  auditors  that  amount  represented  the  cost 
to  the  contractor  of  rendering  consulting  engineering  and 
!  construction  services  on  this  project. 

At  the  hearing  Licensee  adjusted  its  claim  in  accordance 
with  the  auditor’s  findings  as  follows: 


Suspension 

No. 

Originally 

Claimed 

Revised 

Claim 

Waived 

5 

$  23,957.11 

$  15,467.13 

$  8,489.98 

121 

122 

663,328.64) 

43,600.001 

545,905.80 

161,022.84 

209 

68,900.33 

62,312.17 

6,588.16 

Totals 

$799,786.08 

$623,685.10 

$176,100.98 

17  These  fees  were  in  addition  to  $856,096.01,  $28,079.34,  and  $35,422.82 
charged  to  the  project  as  costs  incurred  by  the  contractor  in  acquiring  the  lands 
and  rights,  operating  the  orchards,  and  operating  the  plant  during  construction, 
respectively. 

18  Hereinafter  referred  to  as  the  “auditors.” 
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However,  an  audit  of  the  contractor’s  books  by  the  Com¬ 
mission  Examiner  of  Accounts  indicated  that  additional 
items  should  be  eliminated  frtfm  the  contractor’s  overhead 
before  it  is  prorated  to  this  and  other  projects  to  determine 
actual  cost  for  purposes  of  this  proceeding.  These  items 
which  [E.  p.  3126]  totalled  $3,630,683.72  for  the  years  192$ 
to  1932,  inclusive,19  require  brief  discussion. 


Contingent  Salaries 


[E.  p.  3126] 

In  addition  to  their  regular  salaries,  certain  officers  and 
employees  of  the  contractor  were  paid  contingent  salaried 
which  amounted  to  $1,502,347.15  during  the  years  1928  t$ 
1932,  inclusive.  These  bonuses  were  not  distributed  to  th^ 
employees  generally  but  were  limited  to  a  selected  few.2!0 
Moreover,  such  payments  were  “measured  by  a  percentage 
of  the  net  earnings  of  the  corporation.”  Upon  considera¬ 
tion  of  all  the  evidence  of  record  we  must  conclude  thaj; 
these  payments  represented  the  distribution  of  profits  an<jl 
no  portion  of  the  same  can  be  allowed  in  the  actual  legitij- 
mate  original  cost  of  this  licensed  project. 

Cessation  Salaries 


v> 


During  the  years  1928  to  1932,  inclusive,  the  contractor 
paid  a  total  of  $300,091.88  as  Cessation  Salaries  to  various 
classes  of  its  field  construction  employees  in  the  [E.  p.  31271 
intervals  between  jobs.  TTe  concur  in  the  staff’s  recommen¬ 
dation  and  approve  such  payments  as  a  necessary  overhead 
cost  of  the  contractor.21 


Investigation  Expense 

This  item  which  totalled  $1,104,720.20  for  the  period  in 
question  consists  principally  of  rent  and  other  expenses  of 

19  The  five  months  from  January  to  May,  1933,  inclusive,  are  not  included  in 
this  amount. 

20  In  1930,  only  122  of  the  1,000  employed  in  the  contractor’s  Boston  office 
received  such  payments  and  the  6  highest  paid  received  $162,926  which  was 
approximately  80  per  cent  of  their  fixed  salaries  of  $196,000. 

21  Cf.  Lexington  Water  Power  Co.,  Licensee,  1  F.P.C.  430,  483. 
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branch  offices22  which  were  maintained  to  contact  existing 
and  prospective  clients  and  develop  new  business.  Such 
charges  do  not  represent  overhead  costs  on  this  project 
since  the  contractor,  because  of  the  affiliation,  was  assured 
of  Licensee’s  business. 

Other  New  Business  Expenses 

The  $49,616.77  of  executive  salaries  representing  new 
business  expense,  the  $466,149.63  of  advertising  expense 
and  the  $30,625.11  paid  for  publicity  during  this  period 
must  be  similarly  disallowed  because  of  the  affiliation. 

Miscellaneous  Items 

Entertainment  expenses  which  totalled  $5,535.76  during 
the  years  1928  to  1932,  inclusive,  cannot  be  reflected 
[R.  p.  3128]  in  the  actual  legitimate  original  cost  of  this 
licensed  project.23  The  $58,401.60  of  travelling  expense 
which  included  the  cost  of  moving  employees  and  their  fami¬ 
lies  between  various  jobs  and  branch  offices  had  no  relation 
to  this  project.24  This  is  also  true  of  the  $5,000  annual 
retainer  paid  to  Massachusetts  Institute  of  Technology  and 
the  other  items  totalling  $54,293.44  which  were  recorded 
as  Beneficial  Payments  during  this  period.  The  miscel¬ 
laneous  items  classified  as  Employees  Welfare  and  totalling 
$49,867.01  were  similarly  unrelated  to  this  project. 

The  lack  of  association  with  this  project  of  the  $2,000 
paid  in  1930  under  a  guaranty  given  on  work  performed 
1  in  1915-1917  for  a  rubber  company  is  apparent.  The 
$7,035.17  of  miscellaneous  franchise  and  other  taxes  and 
fees  were  similarly  unrelated  to  this  project. 

We  accordingly  find  that  with  the  exception  of  Cessa¬ 
tion  Salaries,  which  we  have  approved,  the  items 

22  These  branch  offices  were  located  in  New  York,  Chicago,  Philadelphia. 
Pittsburgh,  San  Francisco,  Los  Angeles,  Seattle,  and  Paris,  France. 

23  Cf.  Safe  Harbor  Water  Power  Corp.,  Licensee,  1  F.P.C.  367,  371. 

24  Cf.  Lexington  Water  Power  Co.,  Licensee,  1  F.P.C.  430,  457. 
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[R.  p.  3129]  questioned  by  the  staff  do  not  represent  neces¬ 
sary  and  associated  overheads  for  purposes  of  this  pro¬ 
ceeding.  Deducting  these  items  from  the  recorded  overhead, 
as  adjusted  by  Licensee’s  auditors,  and  prorating  the 
balance  annually  to  this  and  other  projects  on  the  basis 
of  the  direct  payroll  charged  to  each,24*  we  find  that  $419,- 
851.00  represents  the  actual  cost  to  the  contractor  of  ren¬ 
dering  consulting  engineering  and  construction  services  cn 
this  project.  This  total  consists  of  $9,129.55  which  we 
allow  under  Suspension  No.  5,  $367,216.38  which  we  allow 
under  Suspensions  Nos.  121  and  122,  and  $43,505.07  which 
we  allow  under  Suspension  No.  209.  The  $14,827.56,  $339,- 
712.26  and  $25,395.26  balances  of  such  suspensions  are 


disallowed. 

Suspension  No.  6 — Stone  &  Webster,  Inc., 
Management  Fees,  Pre-License .  $23,384.44 

Suspension  No.  123 — Stone  &  Webster  Serv¬ 
ice  Corporation  Fees,  Post-License .  73,049.^4 

Suspension  No.  210 — Stone  &  Webster  Serv¬ 
ice  Corporation  Fees,  Transmission  Line  5,303.29 


During  the  prelicense  period,  Licensee  paid  a  fixed 
percentage  of  its  gross  earnings  to  its  affiliate,  Stone  $ 
Webster,  Inc.,  for  management  services  incident  to 
Licensee’s  [R.  p.  3130]  system  operations.  On  the  basis  df 
its  Seattle  office  salaries  Licensee  apportioned  $23,384.4^ 
of  such  fees  to  this  project  and  that  amount  is  questioned 
by  Suspension  No.  6. 

For  management  services  in  connection  with  the  devel¬ 
opment  of  this  project  between  January  1, 1930  and  July  3l|, 
1931,  Washington  Electric  Co.,  the  then  Licensee,  paid  it^ 
affiliate,  Stone  &  Webster  Service  Corporation,23  1  per  cen|t 

241  The  overhead  ratio  for  the  year  1932  is  used  for  the  five  months  from 
January  to  May,  1933,  inclusive. 

25  Stone  &  Webster  Service  Corporation  was  organized  to  take  over  th|c 
functions  of  the  management  division  of  Stone  &  Webster,  Inc.,  as  of  July  1, 1929. 
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of  its  monthly  charges  to  project  capital  accounts  up  to 
$100,000  and  ZA  of  1  per  cent  of  all  such  charges  in  excess  of 
$100, 000.20  These  fees,  amounting  to  $73,049.64  on  the 
hydro  plant  and  $5,303.29  on  the  transmission  line,  are 
represented  by  Suspensions  123  and  210,  respectively. 

1  The  sole  issue  presented  under  these  Suspensions  is  the 
determination  of  the  actual  cost  to  Stone  &  Webster  of 
fendering  the  management  services  in  question.  The  affilia¬ 
tion  is  undisputed  and  for  the  purpose  of  establishing 
[R.  p.  3131]  actual  cost  an  audit  of  Stone  &  Webster’s 
books  was  made  by  the  firm  of  independent  accountants 
employed  by  Licensee  for  that  purpose. 

Their  audit  disclosed  that  during  the  period  from  Janu¬ 
ary  1,  1927  to  April  30,  1931,  inclusive,  the  recorded  ex¬ 
penses  of  Stone  &  Webster  Service  Corporation27  consisted 
of  $3,931,817.76  of  payrolls,  $719,220.59  of  indirect  expenses, 
$231,299.55  of  taxes,  and  $1,078,290.25  of  other  expenses, 
or  a  total  of  $5,960,628.15. 

The  auditors  eliminated  Federal  income  taxes,  inter¬ 
company  profit  in  Boston  office  rent,  and  other  items, 
totalling  $295,587.77,  for  purposes  of  this  proceeding.  How¬ 
ever,  the  balance  of  $5,665,040.38,  which  the  auditors  con¬ 
sidered  to  be  cost,  could  not  be  segregated  between  indi¬ 
vidual  clients  from  the  data  on  the  Service  company’s 
books.  They  accordingly  computed  an  hourly  rate  for 
servicing  expense  on  the  basis  of  the  aggregate  working 
hours  of  Division  Managers  in  each  of  the  years  in  ques¬ 
tion.  The  hourly  rate,  thus  derived,  was  applied  to  the 
estimated  number  of  hours  devoted  to  this  project  during 
the  respective  [R.  p.  3132]  years  by  the  Division  Manager 

26  On  May  1,  1931  this  contract  was  terminated  as  to  the  transmission  line 
but  continued  as  to  hydro  construction  at  one-half  rates  until  July  31,  1931  when 
the  present  Licensee,  following  the  transfer  of  the  license,  began  the  2  per  cent 
charge  for  administrative  expense  discussed  under  Suspensions  Nos.  103  and 
202  infra. 

27  References  to  Stone  &  Webster  Service  Corporation  include  the  Manage¬ 
ment  Division  of  Stone  &  Webster,  Inc.,  which  performed  the  management 
services  prior  to  July  1,  1929  when  they  were  assumed  by  the  former  which  had 
been  organized  for  that  purpose. 
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supervising  the  same  to  determine  the  cost  of  rendering  the 
services  here  under  consideration. 

At  the  hearing  Licensee  adjusted  its  claim  to  accord 


with  the  auditors’ 

findings  as 

follows : 

Suspension 

Originally 

Revised 

No. 

Claimed 

Claim 

Waived 

6 . 

$  23,384.44 

$17,477.45 

$  5,906.9!? 

123 . 

73,049.64 

37,861.20 

35,188.41 

210 . 

5,303.29 

4,123.80 

1,179.4!? 

Totals . 

$101,737.37 

$59,462.45 

$42,274.92 

However,  based  upon  the  audit  and  report  of  the  Com¬ 
mission  Examiner  of  Accounts  the  staff  recommends  that 
expenses  recorded  as  advertising,  investigation,  entertain¬ 
ment,  beneficial  payments,  employees  welfare,  travel  and 
publicity  and  totalling  $191,770.04,  should  also  be  elimi¬ 
nated  in  computing  the  amounts  to  be  allowed  as  cost  i 
this  proceeding.  For  the  reasons  stated  with  respect  t 
similar  items  of  the  contractor’s  overhead,  we  concur 
the  staff’s  recommendation. 

Allocating  the  recorded  expenses  of  the  Service  com¬ 
pany,  as  thus  adjusted,  on  the  basis  used  by  Licensee’s 
auditors,  we  find  that  $57,441.28  represents  the  actual  cost 
of  rendering  the  management  services.  This  consists  of 
$16,812.26  which  we  allow  under  Suspension  No.  6l 
$36,662.40  [R.  p.  3133]  which  we  allow  under  Suspension 
No.  123,  and  $3,966.62  which  we  allow  under  Suspension 
No.  210.  The  $6,572.18,  $36,387.24  and  $1,336.67  balances 
of  these  Suspensions,  respectively,  are  disallowed. 

Suspension  No.  101 — Net  Loss  from  Opera¬ 
tion  of  Orchards  and  Lands .  $28,079.34 


Orchards  were  located  on  certain  of  the  lands  acquired 
for  the  project  and  Licensee  decided  to  operate  these 
orchards  pending  their  disposition.  The  venture  proved 
unsuccessful,  resulting  in  a  net  loss  as  of  May  31,  1933  of 
$28,079.34  which  is  represented  by  this  suspension. 
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Under  the  circumstances,  the  project  site  being  in  the 
heart  of  Washington’s  famous  apple  section,  we  think  a 
continuance  of  the  orchard  operations  was  proper.  Had  a 
profit  been  made,  we  would  have  insisted  that  it  be  credited 
to  the  project.  The  loss  incurred  is,  therefore,  a  proper 
charge. 

The  staff  questioned  the  inclusion  of  real  estate  taxes 
after  the  end  of  the  construction  period  in  computing  the 
cost  of  operating  the  orchards.  However,  we  are  here  de¬ 
termining  the  result  of  non-project  operations  and  the  end 
of  the  period  during  which  interest  and  taxes  will  be 
allowed  as  project  cost  is  not  controlling.  The  $28,079.34 
[R.  p.  3134]  questioned  by  this  suspension  is  accordingly 
allowed  provided  Licensee  debits  or  credits  project  cost 
with  the  net  result  of  its  orchard  operations  in  subsequent 
years.28 

Suspension  No.  102 — Salaries  and  Ex¬ 
penses,  Licensee’s  Seattle  and  Wenat¬ 
chee  Offices .  $22,267.84 

The  $22,267.84  questioned  by  this  suspension  is  identical 
to  the  charge  questioned  by  Suspension  No.  1  and  is  allowed 


for  the  reasons  there  stated. 

Suspension  No.  103 — 2%  Charge  for 
Licensee’s  General  Administrative  Ex¬ 
pense,  Hydro  Post  License .  $87,354.79 

Suspension  No.  202 — 2%  Charge  for 
Licensee’s  General  Administrative  Ex¬ 
pense,  Transmission  Line .  12,044.48 


On  June  30,  1931  Licensee  discontinued  the  practice  of 
apportioning  the  salaries  and  expenses  of  its  Seattle  and 
!  Wenatchee  offices,  which  we  have  approved  under  Suspen- 
!  sions  1  and  102,  and  began  charging  an  arbitrary  2  per  cent 
1  on  all  of  its  project  charges  to  cover  its  general  adminis- 

28  Since  May  31,  1933  Licensee  has  carried  its  orchard  operations  in  a  sus- 
i  pense  account  which  had  a  credit  balance  of  $2,973.80  as  of  November  30,  1938. 
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trative  expense.  The  $87,354.79  thus  charged  to  the  hydro 
plant  and  the  $12,044.48  charged  to  the  transmission  line 
were  questioned  by  Suspensions  103  and  202,  respectively. 
[R.  p.  3135]  We  cannot  approve  such  an  allocation  of  gen¬ 
eral  administrative  expense  on  the  basis  of  arbitrary  perl 
centages.20  Licensee  recognized  this  at  the  hearing  ancl 
submitted  a  study,  based  upon  time  estimates  which  w4> 
consider  adequate  under  the  circumstances,  showing  thai; 
the  services  which  it  rendered  on  the  hydro  plant  and  trans  ¬ 
mission  line  during  this  period  actually  cost  $43,842.08  and 
$11,888.46,  respectively.  Licensee  further  claimed  that 
$29,249.30  should  be  allowed  as  actual  cost  of  services  ren¬ 
dered  by  its  affiliate,  Engineers  Public  Service  Company, 
Inc.  This  claim  was  predicated  upon  a  study  made  by  the 
auditors  on  the  basis  of  time  estimates,  which  we  will  alsc 
approve. 

We  accordingly  approve  Licensee’s  present  claim  and 
dispose  of  the  $87,354.79  questioned  by  Suspension  No.  103 
by  allowing  $73,091.3S3°  and  disallowing  the  balance  of 
$14,263.41.  Of  the  $12,044.48  questioned  by  Suspension 
No.  202,  $11,SSS.46  is  allowed  and  $156.02  is  disallowed. 

[R.  p.  3136]  Suspension  No.  104 — Loss  Due  to 

Bank  Failure  .  $6,333.91 

This  item  represents  a  net  loss  suffered  by  Licensee  as 
the  result  of  a  bank  failure.  The  record  clearly  shows  that 
the  funds  on  deposit  belong  to  Licensee,  were  used  solely 
for  construction  purposes,  and  were  reasonably  necessary 
to  meet  current  needs.  Such  a  loss  is  an  unavoidable  busi¬ 
ness  expense  and  is  allowed  as  a  part  of  project  cost,  pro¬ 
vided  additional  liquidating  dividends  are  credited  to  proj¬ 
ect  cost  as  they  are  received.31 
— 

-9  Louisville  Hydro-Electric  Co.,  Licensee,  1  F.P.C.  130,  144 ;  Alabama 
Pozver  Company,  Licensee,  F.P.C.  Opinion  No.  64. 

30  This  amount  includes  the  $24,249.30  found  to  be  the  cost  of  services  ren¬ 
dered  by  Engineers  Public  Service  Company,  Inc.,  but  presumably  some  portion 
of  the  same  is  attributable  to  the  transmission  system. 

31  Since  May  31,  1933.  the  effective  date  of  the  claimed  cost  statement,  five 
additional  dividends  have  been  received  and  credited  to  the  project,  thus  reducing 
the  net  loss  to  $3,167.01. 
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Suspension  No.  105 — Transmission  Line 

Rental  .  $  7,660.68 

Suspension  No.  106 — Power  Furnished 
During  Construction  .  50,045.76 


The  rental  charge  of  $7,660.68,  represented  by  Suspen¬ 
sion  No.  105,  for  use  of  the  transmission  line  in  furnishing 
construction  power  to  the  project  prior  to  the  date  when 
the  line  was  included  under  the  license  by  amendment,  is 
disallowed.  However,  interest  during  construction  has 
been  allowed  on  the  transmission  line  expenditures  to  the 
same  extent  as  if  the  line  had  been  initially  licensed. 

Licensee  originally  claimed  $50,045.76  as  the  cost  of 
power  furnished  to  the  project  from  its  system  during 
'  [E.  p.  3137]  construction.  That  amount  was  based  upon  a 
contract  rate  considered  analogous  by  Licensee  and  was 
questioned  by  Suspension  No.  106  to  determine  actual  cost. 
At  the  hearing  Licensee  increased  its  claim  for  this  item 
to  $62,631.04,  based  upon  a  study  using  reproduction  cost 
less  accrued  depreciation  as  the  rate  base.  W e  must  reject 
!  the  result  of  such  study  as  not  being  proof  of  cost.32  Since 
the  hearing  Licensee  has  filed  the  original  cost  studies  re¬ 
quired  by  our  System  of  Accounts  but  their  correctness  has 
not  yet  been  determined.  Pending  such  determination,  we 
will  allow  $47,846.62  in  accordance  with  the  testimony  of 
our  staff  engineer  that  the  power  furnished  cost  at  least  that 
!  amount.33  In  the  event  the  original  cost  studies  filed 
by  Licensee  indicate  a  greater  allowance  should  be  made, 

'  a  supplemental  order  can  be  adopted  adjusting  the  allow¬ 
ance.  With  this  qualification,  Suspension  No.  106  is  dis- 
1  posed  of  by  allowing  $47,846.62  and  disallowing  $2,199.14. 

Suspension  No.  107 — Land  Expenditures....  $585.00 

In  the  opinion  of  the  U.  S.  Army  Engineer  $325.00  in¬ 
stead  of  $910  should  have  been  paid  for  certain  project 

32  Alabama  Power  Co.  v.  McNinch,  94  F.  (2d)  601,  622. 

33  This  includes  $268.71  allowed  as  the  incremental  cost  of  power  generated 
1  by  the  project  and  used  for  project  construction  subsequent  to  the  date  of  com¬ 
mercial  operation,  Lexington  Water  Power  Co.,  1  F.P.C.  4S9-460. 
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[R.  p.  3138]  lands,  the  difference  of  $585  being  questioned 
by  this  suspension.  The  Commission  engineer  testified  that, 
although  the  value  of  these  lands  when  flooded  might  be 
nominal,  the  cost  of  acquiring  title  by  condemnation  would 
probably  have  been  greater  and  he  recommended  allowanc^ 
of  this  item.  We  adopt  his  recommendation  and  allow  th^ 
$585  as  proper  project  cost. 


Suspension  No.  108 — Telephone  Service 
Between  Stone  &  Webster’s  New  York  and 

Boston  Offices  . 

Suspension  No.  109 — Traveling  Expenses 
Between  Stone  &  Webster’s  New  York  and 
Boston  Offices  . 

Suspension  No.  110 — Miscellaneous  Ex¬ 
penses  Inapplicable  to  Hydro  Project . 

Suspension  No.  201 — Non-Project  Ease¬ 
ments  and  Damages . 

Suspension  No.  203 — Telephone  Service  Be¬ 
tween  Stone  &  Webster’s  New  York  and 

Boston  Offices  . 

Suspension  No.  204 — Travelling  Expenses 
Between  Stone  &  Webster’s  New  York 

and  Boston  Offices . 

Suspension  No.  205 — Miscellaneous  Ex¬ 
penses  Inapplicable  to  Transmission  Line 


$283.7(f 

751.2$ 

364.10 

746.4^ 

19.8i 


66.4 


6.5l 


These  items  do  not  represent  part  of  the  actual  legitij 
mate  original  cost  of  this  project,  were  waived  by  Licensee, 
and  are  accordingly  disallowed. 

[R.  p.  3139]  Suspension  No.  Ill — Storage  on  Tur¬ 
bine  Parts .  $2,216.9$ 

Suspension  No.  112 — Insurance  on  Turbine 

Parts  .  1,004.5$ 

Suspension  No.  113 — Handling  Charges  on 
Generator  Parts .  1,668.00 
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Snspensions  111,  112,  and  113  represent  charges  for 
storage,  insurance,  and  handling,  respectively,  of  turbines 
and  generator  parts  for  Units  3  and  4.  These  amounts 
were  questioned  on  the  ground  that  they  might  not  have 
been  incurred  had  there  been  no  deliberate  delay  in  con¬ 
struction.  The  evidence  indicates  that  $1,075  of  Sus¬ 
pension  No.  Ill  was  attributable  solely  to  such  delay  and 
that  amount  is  disallowed.  The  $1,004.50  and  the  $1,668 
questioned  by  Suspensions  Nos.  112  and  113,  respectively, 
and  the  $1,141.93  balance  of  Suspension  No.  Ill  represent 
necessary  costs  which  would  have  been  incurred  in  any 
event  and  are  therefore  allowed. 

Suspension  No.  114 — F.  P.  C.  Pre-Operation 


Charges  on  Hydro  Plant .  $  4,830.14 

Suspension  No.  115 — State  License  Fees  1,922.49 

Suspension  No.  118 — Taxes .  83,885.77 

Suspension  No.  206 — F.  P.  C.  Annual 
Charges  on  Transmission  Line .  95.00 


These  items  were  suspended  pending  our  determina¬ 
tion  of  the  construction  period.  In  accordance  with  such 
[R.  p.  3140]  determination  Suspensions  114,  115,  118,  and 
206  are  disposed  of  by  allowing  $4,146.81,  $1,454.88, 
$53,218.91  and  $55.42;  and  disallowing  $683.33,  $467.61, 


$30,666.86  and  $39.58,  respectively. 

Suspension  No.  116 — Credit  for  Power 

Produced  During  Construction .  ($22,416.98) 

Suspension  No.  117 — Cost  of  Producing 
Power  During  Construction .  35,422.82 


There  is  no  dispute  between  Licensee  and  the  staff  that 
power  generated  by  the  project  during  construction  and 
delivered  to  Licensee’s  system  had  a  value  of  3  mills  per 
kwh.  We  accordingly  dispose  of  the  credit  of  $22,416.98 
represented  by  Suspension  No.  116  by  allowing  the  portion, 
$11,672.94,  which  accrued  prior  to  the  end  of  the  construc¬ 
tion  period  and  disallowing  the  $10,744.04  balance  of  such 
credit. 
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There  is  also  no  dispute  between  Licensee  and  the  staff 
with  respect  to  the  $35,422.82  claimed  as  cost  of  operating 
the  project  during  construction  and  represented  by  Sus+ 
pension  No.  117.  Adjusting  such  charge  in  accordance 
with  our  determination  of  the  construction  period,  $20,114.76 
is  allowed  and  $15,308.06  is  disallowed. 


[R.  p.  3141]  Conclusion 

Pursuant  to  the  foregoing,  we  find  that  the  actual  legitij 
mate  original  cost  of  this  project  as  of  May  31,  1933,  is 
$14,769,685.29.  An  appropriate  order  will  be  issued  in 
accordance  with  this  opinion. 

Leland  Olds 
Leland  Olds,  Chairman 

Claude  L.  Draper 

Claude  L.  Draper,  Commissioner 

Basil  Manly 

Basil  Manly,  Commissioner 
John  W.  Scott 

John  W.  Scott,  Commissioner 

Clyde  L.  Seavey 

Clyde  L.  Seavey,  Commissioner 


Dated  at  Washington,  D.  C., 
this  28th  day  of  July,  1942. 

Leon  M.  Fuquay 

Leon  M.  Fuquay,  Secretary 
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[R.  p.  3142]  United  States  of  America 

FEDERAL  POWER  COMMISSION 

Commissioners : 

Leland  Olds,  Chairman;  Claude  L.  Draper,  Basil 
Manly,  John  W.  Scott  and  Clyde  L.  Seavey. 

July  28,  1942. 

Project  No.  943. 


In  the  Matter 

of 

Puget  Sound  Power  and  Light 
Company. 


Project  No.  943. 


Order  Determining  Actual  Legitimate  Original  Cost  and 
Prescribing  Accounting  Therefor. 

Upon  consideration  of  the  matters  of  record  with  respect 
1  to  the  actual  legitimate  original  cost  of  Project  No.  943, 
1  Puget  Sound  Power  and  Light  Company,  Licensee,  as  of 
May  31,  1933,  and  having  on  this  date  made  and  entered 
its  Opinion  No.  78,  which  is  hereby  referred  to  and  made  a 
part  hereof  by  reference;  and 

It  appearing  to  the  Commission  that : 

The  Licensee,  in  its  Initial  Cost  Statement,  filed 
with  the  Commission  on  March  30,  1934,  claimed 
$15,904,514.57  as  the  actual  legitimate  original  cost 
of  this  project  as  of  May  31,  1933; 

The  Commission  finds  and  determines  that: 

(1)  The  actual  legitimate  original  cost  as  of 
May  31,  1933,  of  this  project  is  $14,769,685.29  which 
is  the  total  of  the  amounts  listed  in  Column  (4) 


553 


( Opinion  No.  78  and  Order.) 

under  the  heading  ( ‘ Allowed’ ’  in  the  tabnlation 
attached  hereto  as  Exhibit  “A”;  and  said  amount  is 
allowed; 

(2)  The  amounts,  totalling  $1,134,829.28  listed  in 
Column  (5)  under  the  heading  ‘ 1  Disallowed* ’  in  said 
tabulation,  do  not  constitute  part  of  the  actual  legiti¬ 
mate  original  cost  of  this  project  as  of  May  31, 1933 ; 
and  said  amounts  are  disallowed; 

(3)  The  corrective  accounting  hereinafter  ordered 
is  necessary  and  appropriate  under  the  Federal 
Power  Act  to  reflect  on  Licensee’s  books  of  account 
the  Commission’s  determination  of  the  actual  legiti¬ 
mate  original  cost  of  this  project ; 

[E.  p.  3143]  The  Commission  orders  that: 

(A)  The  Licensee  established  and  maintain  con¬ 
trol  accounts  with  reference  to  this  project  showing 
a  total  debit  balance  in  its  Fixed  Capital  Accounts 
beginning  with  an  entry  of  $14,769,685.29  (being  the 
total  of  the  amounts  listed  in  Column  (4)  under  the 
heading  “Allowed”  in  said  tabulation)  as  the  actual 
legitimate  original  cost  of  this  project  as  of  May  31, 
1933; 

(B)  The  Licensee  established  and  maintain  sub¬ 
sidiary  accounts  showing  and  substantiating  all 
entries  in  such  control  accounts  and  classifying  the 
total  for  fixed  capital  in  appropriate  detail  and  in 
accordance  with  the  provisions  of  the  Commission’s 
Uniform  System  of  Accounts  Prescribed  for  Public 
Utilities  and  Licensees  revised  to  December  31, 1936 ; 

(C)  The  Licensee  remove  from  this  project’s 
accounts  and  transfer  to  Account  142,  Preliminary 
Survey  and  Investigation  Charges,  for  disposition 
in  accordance  with  the  Commission’s  Opinion  No.  78, 
the  amount  of  $30,538.06,  listed  in  Column  (6)  under 


'  *  • '  I 
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the  Heading,  “Preliminary  Survey  and  Investigation 
Charges”  in  said  tabulation; 

(D)  The  Licensee  charge  the  project  electric 
plant  accounts  and  concurrently  credit  the  appro¬ 
priate  non-project  electric  plant  account  with  the 
amount  of  $801.60,  listed  in  Column  (7)  under  the 
heading  “Non-Project  Electric  Plant”  in  said  tabu¬ 
lation;  and  representing  the  cost  of  a  project  ease¬ 
ment  erroneously  charged  to  a  non-project  account; 

(E)  The  Licensee  remove  from  this  project’s 
accounts  and  transfer  to  Account  271,  Earned  Sur¬ 
plus,  the  amounts,  totalling  $1,105,092.82,  listed  in 
Column  (8)  under  the  heading  “Earned  Surplus” 
in  said  tabulation ; 

(F)  All  amounts  now  carried  in  Licensee’s  asset 
accounts  as  part  of  the  original  charges  to  the  cost 
of  this  project  up  to  and  including  May  31, 1933,  and 
not  otherwise  disposed  of  by  this  order,  and  which 
do  not  represent  the  cost  of  some  physical  property 
other  than  this  project,  shall  be  transferred  from 
such  accounts,  both  control  and  subsidiary,  in  which 
included,  and  the  net  amount  thereof  charged  to 
Account  271,  Earned  Surplus,  pursuant  to  and  in 
accordance  with  the  applicable  provisions  of  said 
Uniform  System  of  Accounts; 

(G)  Within  60  days  of  service  of  this  order, 
Licensee  comply  with  this  order  and  execute  and 
submit  to  the  Commission  FPC  Form  No.  76  showing 
such  compliance. 

By  the  Commission. 

sgd  Leon  M.  Fuquay 

Leon  M.  Fuquay, 
Secretary. 


[R.  p.  3144] 

Project  No.  943 


Hydro  Plant — Prelicense 

Salaries  and  expenses  of  Licensee’s  offices  at  Seattle  and  Wenatchee,  Wash. - 

Investigating  other  str earns  >••••  »«**** - ■«•»»»■  »••■■■■■•  •*** 

Study  of  power  requirements  ..... ...... .................. ......... ............. ...... 

Interest  during  construction  _ _ _ _ _ _ 

Stone  &  Webster  Eng.  Corp.  100%  overhead  on  certain  salaries - 

“  “  “  Service  “  management  fees  _ 

Hydro  Plant — Postlicense 

Net  loss  from  operation  of  orchards  and  lands . . . 

Salaries  and  expenses  of  Licensee’s  offices  at  Seattle  and  Wenca tehee,  Wash. - 

Gen.  and  admin,  exp.  at  rate  of  2%  of  all  other  project  charges  for  same  period. . 

Loss  on  bank  account  due  to  bank  failure - - - 

Rental  of  trans.  line  used  for  supplying  const,  power - 

Const,  power  supplied  by  Licensee  from  its  oivn  system. - - - 

Land  expenditures  questioned  by  U.  S.  District  Engineer . . 

Telephone  service  between  N.  Y.  and  Boston  offices  of  Stone  &  Webster. - - 

1  raveling  expenses  .................... 

Miscel.  traveling  and  other  expenses  apparently  not  applicable  to  project - 

Storage  on  turbine  parts  for  U*mts  3  and  4 ............................................................ ..... ....... . . .. 

Insurance  “  “  “  “  “  “  “  “ 

Handling  charges  on  generator  parts  Units  3  and  4 _ _ — 

F.  P.  C.  preoperation  charges  during  claimed  const,  period . . . . 

State  of  Wash,  license  fees  “  “  “  “  - - 

Credit  for  power  produced  by  project  “  “  “  _ 

Cost  of  operating  project  “  “  “  _ 

i  23CCS  .............................................. ............ .......................................................................................... 

Interest  ................................. ................... .............................................................. ........ ...................... 

Interest  earned  on  const  funds  _ _ _ 

Stone  &  Webster  Eng.  Corp.  6j4%  const  fee . - . 

“  “  “  “  “  fees  for  operation  of  lands,  orchards,  and  power  plant 

Stone  &  Webster  Eng.  Corp.  Management  fees . . 

Transmission  line  (Entirely  Postlicense) 

Nonproject  easements  and  timber  damages . 

Gen.  and  admin,  exp.  at  rate  of  2%  of  all  charges  for  same  period . . 

Telephone  service  between  N.  Y.  and  Boston  offices  of  Stone  &  Webster _ 

Traveling  expenses  “  “  “  “  “  “  “  “  “  _ 

Miscel.  traveling  and  other  expenses  apparently  not  applicable  to  project _ 

F.  P.  C.  annual  charges  for  1932. _ _ _ 

Interest  for  claimed  construction  period. . . . . . 

Interest  earned  on  const,  funds  for  claimed  const,  period . _ . 

Stone  &  Webster  Eng.  Corp.  6JA%  construction  fee. . . . . 

“  “  “  Service  “  management  fees  _ 


Total  Suspensions  _ _ _ _ _ 

Claimed  Project  Costs  Recommended  by  Staff  for  Approval 

I Iydr o  plant — Prelicense  - , .  t  r . . .  ■ - — . . . ....... M ......... 

<4  !  — Postlicense  _ 

Transmission  line  . . 

SUMMARY 

Hydro  plant — Prelicense  _ 

“  M  —Postlicense  _ _ 

Transmission  line — Postlicense  _ 

Grand  Total  . . . . 


24,987.07 

30,538.06 

28,174.33 

10,701.82 

23,957.11 

23,384.44 

141,742.83 


$  28,079.34 

22,267.84 
87,354.79 
6,333.91 
7,660.68 
50,045.76 
585.00 
283.70 
751.29 
364.10 
2,216.93 
1,004.50 
1,668.00 
4,830.14 
1,922.49 
(22,416.98) 
35.422.82 
83,885.77 
1,662,363.69 
(3,804.90) 
663,328.64 ) 
43,600.00  j 
73,049.64 
"$  2,750,797.15 


$  746.45 

12,044.48 
19.85 
66.41 
6.51 
95.00 
153,832.20 
(409.68) 
68,900.33 
5,303.29 
'$  240,604.84 

'$  3,133,144.82 


$  220,013.86 
11,442,442.19 
1,108,913.70 
$12,771,369.75 


$  361,756.69 
14,193,239.34 
1,349,518.54 
$15,904,514.57 


*  Subject  to  adjustment  during  subsequent  periods. 

#  Applicable,  in  part,  to  Transmission  Line  (Susp.  202). 
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Accounting  Disposition  of  Disallowed  Amount! 
Preliminary 

Survey  and  Nonproject 

Investigation  Electric  Earned 

Allowed  Disallowed  Charges  Plant  Surplus 

(4)  (5)  (6)  (7)  (S) 


$  24,987.07 

$  30,538.06 

$30,538.06 

28,174.33 

$  28,174.33 

7,682.28 

3,019.54 

3,019.54 

9,129.55 

14,827.56 

14,827.56 

16.81226 

6,572.18 

6,572.18 

$  58.611.16 

$  83,131.67 

$  28,079.34* 

22267.84 

73,091.38# 

$  14263.41 

14263.41 

6,333.91* 

7,660.68 

7,660.68 

47,846.62 

2,199.14 

2,199.14 

585.00 

283.70 

283.70 

751.29 

751.29 

364.10 

364.10 

1,141.93 

1,075.00 

1,075.00 

1,004.50 

1,668.00 

4,146.81 

683.33 

683.33 

1,454.8 8 

467.61 

467.61 

(11,672.94) 

(10,744.04) 

(10,744.04) 

20,114.76 

15,308.06 

15,308.06 

53,218.91 

30,666.86 

30,666.86 

1,122,564.25 

539,799.44 

539,799.44 

(3,804.90) 

(3,804.90) 

367,216.38 

339,712.26 

339,712.26 

36.662.40 

36,387.24 

36,387.24 

$  1,775,723.97 

$  975,073.18 

$  746.45 

$ 

(801.60) 

1,548.05 

$  11,S88.46 

156.02 

156.02 

19.85 

19.85 

66.41 

66.41 

6.51 

6.51 

55.42 

39.58 

39.58 

104,564.84 

49,267.36 

49,2 67.36 

(409.68) 

(409.68) 

43,505.07 

25,395.26 

25,395.26 

3,966.62 

1.336.67 

1,336.67 

$  163.980.41 

$  76,624.43 

$  1,998.315.54 

$1,134,829.28 

$30,538.06 

$ 

(801.60) 

$1,105,092.82 

$  220,013.86 

•••••••••••• 

11,442,442.19 

1,108,913.70 

$12,771,369.75 

— 

$  278,625.02 

$  83,131.67 

13218,166.16 

975,073.18 

1272.894.11 

76.624.43 

$14,769,685.29 

$1,134,829.28 

$30,538.06 

£ 

(801.60) 

$1,105,092.82 

......  I 
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General  Counsel, 
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Counsel  for  Respondent,  Federal  Power  Commission. 
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In  the  United  States  Court  of  Appeals  for  the 
District  of  Columbia 

No.  8401 

Puget  Sound  Power  &  Light  Company,  petitioner 

v. 

Federal  Power  Commission,  respondent 

PETITION  TO  REVIEW  ORDERS  OF  FEDERAL  POWER  COMMISSION 

BRIEF  FOR  RESPONDENT 

COUNTERSTATEMENT  OP  THE  CASE 

Petitioner  seeks  a  review  under  Section  313  (b)  of  the  Fed¬ 
eral  Power  Act  of  August  26, 1935,  c.  687  (49  Stat.  860) ,  U.  S.  C . 
Title  16,  Sec.  825— Z,  of  the  Federal  Power  Commission’s  order 
of  July  28,  1942  (Petitioner’s  App.  552-555),  as  amended  by 
its  order  of  September  26, 1942  (Petitioner’s  App.  43-44) .  By 
these  orders,  the  Commission  determined  the  actual  legitimate 
original  cost  of  petitioner’s  Rock  Island  hydroelectric  project 
and  required  petitioner  to  correct  its  books  of  account  to  reflect 
such  determination. 

Petitioner’s  contentions  on  this  review  are  limited  to  (1)  th^ 
Commission’s  finding  of  August  1, 1932,  as  the  end  of  the  con¬ 
struction  period  for  capitalization  of  interest  and  taxes  as  part, 
of  the  actual  legitimate  original  cost  of  the  project;  and  (2)  the 
Commission’s  finding  that  certain  of  the  general  expenses  of 
petitioner’s  affiliates,  the  Contractor  and  the  Service  Company 
of  the  Stone  &  Webster  holding  company  system,  did  not  rep¬ 
resent  “necessary  and  associated”  overhead  costs  in  the  con¬ 
struction  of  this  project  (Pet.  Br.  6-7). 

(i) 
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While  the  issues  properly  before  the  Court  are  thus  few  in 
number  and  simple  in  principle,  the  proceedings  in  this  matter 
have  been  extended. 

HISTORY  OF  PROCEEDINGS 

On  January  21,  1930,  the  Commission  issued  a  license  under 
the  Federal  Water  Power  Act  of  June  10, 1920,  c.  285  (41  Stat. 
1063)  U.  S.  C.,  Title  16,  §§  791-823, 1  authorizing  the  construc¬ 
tion  of  this  project  at  Rock  Island  on  the  Columbia  River,  a 
navigable  stream,  in  the  State  of  Washington  (Petitioner’s 
App.  464t-469).  The  license  was  originally  issued  to  petition¬ 
er’s  subsidiary,  Washington  Electric  Company,  and  thereafter 
transferred  to  petitioner,  with  the  Commission’s  approval,  on 
June  30, 1931  (Tr.  2691). 

Upon  completion  of  the  project,  petitioner,  as  required  by 
Section  4  of  the  Act  and  Article  24  of  the  license  (Petitioner’s 
App.  468-469),  filed  its  verified  Initial  Cost  Statements  in 
which  it  claimed  $15,904,514.57  as  the  actual  legitimate  original 
cost  of  the  project  as  of  May  31,  1933  (Petitioner’s  App.  533). 

The  Commission’s  staff  thereafter  made  a  detailed  account¬ 
ing  audit  and  engineering  analysis  of  the  accounts,  vouchers, 
canceled  checks,  pay  rolls,  contracts,  and  other  records  under¬ 
lying  the  claim.  The  results  of  this  examination  were  em¬ 
bodied  in  a  preliminary  accounting  report  (Petitioner’s  App. 
398-441)  and  an  engineering  report  (Petitioner’s  App.  441- 
446),  in  which  the  staff  recommended  that  $12,771,369.75  of 
the  claimed  cost  be  approved.  The  items  making  up  the  $3,- 
133,144.82  balance  of  petitioner’s  claim  were  suspended,  the 
staff’s  objections  being  set  forth  in  detail  opposite  each  ques¬ 
tioned  item. 

Following  service  of  the  staff  reports  and  petitioner’s  pro¬ 
test  thereto  (Petitioner’s  App.  470-480),  an  extended  hearing 
was  held  before  the  Commission’s  trial  examiner  during  March 
of  1939  (Petitioner’s  App.  47-397). 

After  briefs  had  been  filed,  the  Commission  by  its  Opinion 
No.  78  (Petitioner’s  App.  531-551),  and  order  of  July  28,  1942 

1  By  Title  II  of  the  Public  Utility  Act  of  1935  (49  Stat.  S38).  the  Federal 
Watir  Power  Act,  as  amended,  was  made  Part  I  of  the  Federal  Power 
Act. 
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(Petitioner’s  App.  552-555),  found  and  allowed  a  total  of  $14,- 
769,685.29  as  the  actual  legitimate  original  cost  of  the  project 
as  of  May  31,  1933,  and  disallowed  the  $1,134,829.28  balance 
of  petitioner’s  claim.  The  order  further  required  that  peti¬ 
tioner  conform  its  books  of  accounts  to  reflect  such  determina¬ 
tion,  by  setting  up  the  necessary  control  and  subsidiary  ac¬ 
counts  showing  the  amounts  allowed  and  charging  off  the 
disallowed  amounts  to  its  earned  surplus  account. 

In  its  application  for  rehearing,  petitioner  requested,  inter 
alia,  that  it  be  permitted  to  charge  the  disallowed  amounts  to 
capital  surplus  instead  of  earned  surplus  (Petitioner’s  App. 
32-42).  This  request  was  granted  by  the  Commission’s  order 
of  September  26,  1942,  which,  in  denying  rehearing,  amended 
the  prior  order  to  permit  the  charging  of  the  disallowed 
amounts  to  petitioner’s  capital  surplus  account  (Petitioner’s 
App.  43-44). 

Petitioner  does  not  question  these  accounting  requirements 
which  are  substantially  identical  to  those  approved  by  this 
Court  in  Alabama  Power  Co.  v.  Federal  Power  Commission, 
75  U.  S.  App.  D.  C.  315, 128  F.  (2d)  280,  cert,  denied,  63  S.  Ct. 
Rep.  48.  As  heretofore  stated,  petitioner’s  objections  on  this 
review  are  limited  to  (1)  the  Commission’s  finding  of  August 
1, 1932,  as  the  end  of  the  construction  period  for  capitalization 
of  interest  and  taxes;  and  (2)  the  Commission’s  finding  that 
certain  of  the  general  expenses  of  the  affiliated  Contractor  and 
the  affiliated  Service  Company  were  not  “necessary  and  asso¬ 
ciated”  overhead  costs  on  this  project  (Pet.  Br.  6-7). 

STATUTES  INVOLVED 

Pertinent  excerpts  from  the  Federal  Power  Act  are  set  forth 
in  the  Appendix  to  this  brief. 

SUMMARY  OP  ARGUMENT 

Completion  Date. 

The  Commission’s  finding  that  with  the  exercise  of  due  dili¬ 
gence,  as  required  by  the  Act  and  the  license,  the  project  could 
have  been  completed  by  August  1,  1932,  in  accordance  with 
petitioner’s  original  construction  schedule,  is  fully  supported 
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1  by  substantial  evidence  and  is  therefore  conclusive.  Alabama 

Power  Co.  v.  Federal  Power  Commission, - F.  (2d)  - 

(C.  C.  A.,  5th,  No.  10227,  decided  March  11,  1943);  Arkansas 
Power  &  Light  Co.  v.  Federal  Power  Commission  (C.  C.  A..  8th) 
125  F.  (2d)  982. 

The  fact  that  petitioner’s  anticipated  load  growth  did  not 
materialize  because  of  the  business  depression,  does  not  support 
'  its  attempt  to  capitalize  interest  and  taxes  until  January  21, 

1  1933,  which  would  otherwise  be  payable  from  its  income,  Gal¬ 
veston  Electric  Co.  v.  Galveston,  258  U.  S.  3S8,  395.  While 
every  effort  is  made  to  require  conservative  planning  and  rea¬ 
sonable  expenditures  by  a  licensee,  the  Act  does  not  guarantee 
a  return  on  the  investment  in  a  licensed  project,  Chelan  Electric 
Co.,  Licensee,  1 F.  P.  C.  91, 98. 

Contrary  to  petitioner’s  attempt  to  saddle  the  consuming 
public  and  the  Government  with  interest  and  taxes  w’hich 
1  should  be  borne  by  its  stockholders,  the  grant  of  a  license  under 
'  the  Act  “is  a  gratuity,  a  privilege  from  the  sovereign,  (which) 
can  only  be  justified  on  the  theory  of  the  benefit  to  inure  to  the 
public,”  Clarion  River  Power  Co.  v.  Smith,  61  U.  S.  App.  D.  C. 
186,  188,  59  F.  (2d)  861,  863,  cert,  denied,  287  U.  S.  639. 

The  Commission  properly  rejected  petitioner’s  alternative 
contention  that  the  project  could  not  have  been  completed  be¬ 
fore  November  15,  1932,  in  any  event,  even  had  it  not  deliber¬ 
ately  prolonged  the  final  construction  activities  until  January 
21, 1933,  the  last  possible  completion  date  under  the  license. 

The  first  two  of  the  four  generating  units  were  installed  by 
October  1931,  and  after  eight  months  of  operation  the  mechani¬ 
cal  defects  (except  the  weakness  in  the  shaft  sleeves)  admit¬ 
tedly  would  have  been  corrected  by  August  1,  1932,  the  date 
allowed  by  the  Commission.  Petitioner  wholly  failed  to  sup¬ 
port  its  attempt  to  add  a  ninth  month  to  the  test  period  and  its 
gratuitous  assumption  that  the  weakness  in  the  shaft  sleeves 
“should  have  been  discovered”  during  that  month.  Such 
weakness  was  not  in  fact  discovered  until  August  1933 — one 
year  later. 

Overheads. 

The  auditors  employed  by  petitioner  to  determine  the  actual 
cost  to  petitioner’s  affiliates  of  rendering  construction  and  other 
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services  on  this  project,  did  not  limit  their  studies  to  “necessary 
and  associated”  overhead  costs  as  required  by  the  Commission's 
Systems  of  Accounts.  Instead,  after  excluding  Federal  income 
taxes  and  making  certain  minor  adjustments,  they  simply  allo¬ 
cated  to  this  project  a  portion  of  all  the  expenses  shown  on  the 
books  of  petitioner's  affiliates. 

The  so-called  “contingent  salaries”  paid  to  a  selected  few  of 
the  Contractor's  employees  were  measured  by  “net  earnings” 
and,  as  the  Commission  found,  represented  the  distribution  of 
profits,  C/.  Alabama  Power  Co.  v.  Federal  Power  Commission, 

(C.  C.  A.,  5th) - F.  (2d) - . 

Expenditures  for  advertising  and  the  expenses  of  branch 
offices  maintained  to  get  new  business  were  not  shown  to  be 
necessary  and  associated  overhead  costs  benefiting  this  project. 
Moreover,  petitioner's  affiliates,  by  reason  of  the  affiliation, 
were  assured  of  petitioner's  business,  Alabama  Power  Co.  v. 
Federal  Power  Commission,  (C.  C.  A.,  5th) - F.  (2d) - . 

ARGUMENT 

I 

Preliminary  statement  concerning  this  review  of  the  Commis¬ 
sion's  determination  of  the  actual  legitimate  original  cost 
of  petitioner's  project 

The  principal  issues  properly  before  the  Court  on  this  review 
have  been  substantially  settled  by  the  applicable  Court  de¬ 
cisions  and  the  Commission's  established  administrative  con¬ 
struction  of  the  Act.  The  latter  was  impliedly  approved  by 
Congress  in  1935  when  it  reenacted  The  Federal  Water  Power 
Act  of  1920  without  changing  the  provisions  thus  interpreted.2 

The  number  and  nature  of  petitioner's  contentions  make  it 
appropriate  to  point  out  in  limine  that  Section  313  (b)  of  the 
Act  provides  that  on  this  review’  the  “finding  of  the  Commission 
as  to  the  facts,  if  supported  by  substantial  evidence,  shall  be 
conclusive.” 3  The  weight  and  credibility  of  the  evidence  is  a 

1  United  States  v.  Cerecedo  Hermanos  y  Cotnpania.  209  U.  S.  337,  339. 

3  Montana  Power  Co.  v.  Federal  Power  Commission,  (C.  C.  A.  9th)  112  F. 
(2d)  371-374;  Arkansas  Power  d  Light  Co.  v.  Federal  Power  Commission 
(C.  C.  A„  8th),  125  F.  (2d)  982. 
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matter  for  the  Commission  and  not  for  the  Court.  This  Court 
is  therefore  neither  required,  nor  authorized,  to  weigh  the  facts 
and  draw  inferences  therefrom.  As  was  said  by  the  Supreme 
Court  in  Labor  Board  v.  Link-Belt  Company ,  311 U.  S.  584, 597 : 

Congress  entrusted  the  Board,  not  the  Courts,  with 
the  power  to  draw  inferences  from  the  facts.  National 
Labor  Relations  Board  v.  Pennsylvania  Greyhound 
Lines ,  303  U.  S.  261,  271;  National  Labor  Relations 
Board  v.  Falk  Corp .,  308  U.  S.  453, 461.  The  Board,  like 
other  expert  agencies  dealing  with  specialized  fields  (see 
Rochester  Telephone  Corp.  v.  United  States,  307  U.  S. 
125,  146;  Swayne  &  Hoyt  v.  United  States,  300  U.  S. 
297,  304)  has  the  function  of  appraising  conflicting  and 
circumstantial  evidence,  and  the  weight  and  credibility 
of  testimony. 

The  Commission’s  determination  of  actual  legitimate  orig¬ 
inal  cost  is  the  keystone  of  The  Federal  Water  Power  Act  under 
which  the  license  for  this  project  was  voluntarily  applied  for 
and  obtained.4 

Actual  legitimate  original  cost  is  the  basis  upon  which  ex¬ 
cessive  profits  are  determined  and  expropriated.  During  the 
first  twenty  years  the  license  is  in  force,  such  excessive  profits 
may  be  expropriated  to  the  Government  under  Section  10  (e) 
of  the  Act  by  increasing  the  annual  charges  paid  by  the  li¬ 
censee.  After  the  first  twenty  years  of  operation  excessive 
profits  are  segregated  in  an  amortization  reserve  under  Sec¬ 
tion  10  (d)  for  use  in  reduction  of  the  licensee’s  net  investment 
in  the  project.  Actual  legitimate  orginal  cost  also  constitutes 
the  rate  base  used  by  the  Commission  in  fixing  rates  under 
Section  19  which  are  not  regulated  by  the  States  and  in  regu¬ 
lating  interstate  rates  under  Section  20.  Actual  legitimate 
original  cost  likewise  controls  the  “just  and  fair  compensation” 
paid  a  licensee  under  Section  16  for  use  of  its  project  in  a  war 
or  other  emergency  involving  “the  safety  of  the  United  States.” 
The  amount  allowed  by  the  Commission  as  actual  legitimate 

4  The  Supreme  Court  has  reviewed  and  approved  the  broad  concept  and 
purposes  of  the  Act  and  the  provisions  of  licenses  granted  thereunder,  United 
States  v  Appalachian  Electric  Potcer  Co.,  311  U.  S.  377. 
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original  cost  determines  the  price  the  Government  pays  a  li¬ 
censee  upon  acquisition  of  its  project  at  the  expiration  of  the 
license  under  Section  14  or  upon  a  Court  sale  of  the  project, 
following  a  revocation  of  the  license  under  Section  26. 

When  it  prescribed  this  definite  standard  of  actual  legiti¬ 
mate  original  cost,  Congress  forbade  “inflation  of  cost  by  any 
device.” 5  The  cost  of  this  project  accordingly  “must  be  (1) 
actual ,  that  is,  real  and  bona  fide,  as  distinguished  from  fic¬ 
titious  or  fabricated,  whether  by  intercorporate  dealings  or 
otherwise ;  and  (2)  legitimate,  meaning  not  coerced,  collusive, 
fraudulent  or  unreasonable;  and  (3)  original,  as  excluding 
elements  of  subsequent  enhancement,  profit,  or  accretion.” e 

In  disposing  of  the  disallowances  questioned  on  this  review, 
it  should  also  be  noted  that  petitioner  had  the  burden  of  proof 
to  establish  the  costs  it  claimed.  As  a  licensee  it  makes  “an 
affirmative  claim  and  has  peculiar  knowledge  and  command 
of  the  evidence  (and  any)  other  rule  would  throw  upon  the 
Government  the  burden  of  establishing  a  negative.”  7  More¬ 
over,  Article  24  of  the  license  specifically  required  that  “each 
and  every  item”  of  cost  “be  supported  by  proper  voucher  or 
other  record”  to  be  retained  as  part  of  the  permanent  records 
of  the  project  (Petitioner’s  App.  469). 

II 

The  Commission’s  Finding  of  August  1,  1932,  as  the  End  of 

the  Construction  Period  for  Capitalization  of  Interest  and 

Taxes  is  Fully  Supported  by  Substantial  Evidence 

The  Commission  found,  without  dispute,  that  June  1,  1927 
marked  the  beginning  of  the  preliminary  development  period 
on  this  project  (Petitioner’s  App.  534-^535).  There  is  also  no 
dispute  that  active  construction  began  on  January  17,  1930 
(Petitioner’s  App.  71).  With  respect  to  the  end  of  the  con¬ 
struction  period,  the  Commission  found,  “after  a  full  considera¬ 
tion  of  the  evidence,”  that  “with  due  diligence  the  project 

t  Alabama  Potcer  Co.  v.  McNinch.  68  U.  S.  App.  D.  C.  132,  149  ;  94  F.  (2d) 
601,  618. 

*  Louisville  Hydro-Electric  Co..  Licensee,  1  F.  P.  C.  130,  139. 

T  Alabama  Power  Co.,  Licensee.  1  F.  P.  C.  25,  33. 

518350 — 13 - 2 
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i  could  have  been  made  available  for  the  use  intended  at  least  by 
July  31, 1932”  (Petitioner’s  App.  535). 

Based  on  these  findings,  the  Commission  allowed  interest, 
taxes  and  related  charges  as  a  part  of  project  cost  for  both  the 
preliminary  development  and  construction  periods,  that  is,  for 
the  entire  period  from  June  1, 1927  to  August  1, 1932.® 

In  objecting  to  the  Commission’s  finding  of  August  1,  1932 
as  the  end  of  the  construction  period,  petitioner  first  advances 
i  the  erroneous  contention  that  it  should  have  been  allowed  to 
i  capitalize  interest  and  taxes  until  January  21,  1933,  the  final 
i  date  fixed  in  the  license  for  completion  of  the  project  (Pet.  Br. 
19-25). 

The  license  for  this  project  was  issued  on  January  21,  1930 
and  it  provided  in  Article  6  (Petitioner’s  App.  467)  that — 

Subject  to  the  provisions  of  Section  13  of  the  Act,  the 
Licensee  shall  begin  the  construction  of  said  project 
works  within  one  (1)  year  from  the  date  of  the  issuance 
hereof;  shall  in  good  faith  and  with  due  diligence  prose- 
i  cute  such  construction  and  shall  complete  the  initial  in¬ 

stallation  of  84,000  horsepower  within  three  (3)  years 
i  from  said  date.  [Italics  supplied.]9 

The  program  under  which  construction  was  commenced  on 
January  17,  1930,  called  for  completion  of  the  project  and  in¬ 
stallation  of  all  four  generating  units  by  August  1,  1932  (Pet. 
Br.  19).  By  October  1931,  approximately  “90  percent  of  the 
eventual  expenditures  on  the  hydro  plant  had  been  either  spent 
or  committed”  (Petitioner’s  App.  76)  and  installation  of  the 
first  two  generating  units  had  been  completed  (Petitioner’s 

*  Interest  and  taxes  are  ordinarily  paid  out  of  income,  but  may  be  capi- 
!  talized  during  the  construction  period.  Alabama  Poicer  Co.  v.  McNinch, 
et  al.,  68  U.  S.  App.  D.  C.  132,  149-151,  94  F.  (2d)  601,  618-620;  Alabama 

Poicer  Co.  v.  Federal  Power  Commission, - F.  (2d)  -  (C.  C.  A.  5th, 

decided  March  11, 1943) . 

8  Section  13  of  the  Act  requires  that  construction  of  the  project  be  com¬ 
menced  “within  the  time  fixed  in  the  license,”  prosecuted  thereafter  “in 
!  good  faith  and  with  due  diligence,”  and  completed  within  the  time  specified 
in  the  license. 

Compliance  with  the  requirements  of  Section  13  is  an  essential  part  of  the 
Act.  Arkansas  Power  <£  Light  Co.  v.  Federal  Power  Commission  (C.  C.  A. 
8th)  125  F.  (2d)  982. 


9 


App.  135).  Even  before  April  1932,  these  units  “were  used 
for  standby  or  peak  load  capacity”  when  petitioner’s  system 
“required  additional  power”  (Petitioner’s  App.  96).  The 
project  to  this  extent,  therefore,  was,  as  the  Commission  found, 
“an  operating  unit  of  Licensee’s  system  as  early  as  April ,  1932” 
(Petitioner’s  App.  534). 10 

However,  the  third  and  fourth  generating  units  were  not  in¬ 
stalled  in  accordance  with  the  original  schedule  which  called 
for  delivery  of  the  water  wheels  on  these  units  in  June  and  July 
of  1931  and  delivery  of  the  auxiliary  parts  by  October  1,  1931 
(Petitioner’s  App.  135).  Had  petitioner  started  the  installa¬ 
tion  of  these  units  on  November  1,  1931,  as  it  could  readily 
have  done,  such  work  admittedly  “could  have  been  completed 
during  April,  1932 ”  (Petitioner’s  App.  139). 

Before  the  original  shipment  dates  on  Units  3  and  4  were 
reached  the  Contractor’s  local  representative  wrote  the  Con¬ 
tractor  on  April  21,  1931,  that  “our  present  schedule  for  de¬ 
liveries  on  water  wheels  and  generators  for  Units  3  and  4  is 
entirely  too  early  to  meet  our  desire  to  erect  these  machines 
next  year  [1932],  when  practically  all  other  work  in  connec¬ 
tion  with  the  development  will  be  completed”  (Petitioner’s 
App.  4S7).n  He  considered  it  advisable  to  have  the  manu¬ 
facturers  store  the  parts  for  these  Units,  even  at  an  increased 
cost,  instead  of  storing  them  at  the  project,  and  pointed  out 
that  “we  would  not  be  in  a  very  good  position  with  any  repre¬ 
sentatives  of  the  Federal  Power  Commission  when  they  learn 
that  all  machinery  was  on  the  job  and  no  attempt  being  made 
to  complete  the  installation”  (Petitioner’s  App.  487).  He  ac¬ 
cordingly  suggested  that  the  shipping  schedules  be  revised  “so 
that  work  on  these  last  two  units  could  be  considerably  delayed” 
(Petitioner’s  App.  487). 

The  Contractor  by  letter  of  April  28,  1931,  objected  to  the 
suggested  delay,  since  it  was  considered  possible  “with  the 
present  scheduled  shipping  dates,  to  carry  on  the  erection  work 
on  a  moderate  schedule  so  that  the  final  installation  will  be 
completed  along  toward  the  end  of  the  year  [1931],  at  which 

”  Italics  is  supplied  throughout  this  brief  unless  otherwise  indicated. 

11  Dates  in  brackets  have  been  supplied  throughout  this  brief  unless  other¬ 
wise  indicated. 
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time  the  erection  force  could  be  completely  disbanded”  (Pe- 
tioner’s  App.  4S9).  The  Contractor  further  stated  that  “for 
best  efficiency  we  should  proceed  on  a  moderate  schedule  with 
the  installation  of  all  units  with  the  idea  of  completion  about 
the  first  of  the  year  [January  1, 1932]”  (Petitioner’s  App.  489). 
The  Contractor  also  indicated  that  “Unless  there  is  some  reason 
why  the  operating  company  should  desire  us  to  continue  the 
construction  organization  until  August  1.  1932.  it  would  seem 
quite  possible  to  close  up  the  entire  construction  work  in  the 
early  spring  of  that  year  [1932]”  (Petitioner’s  App.  489). 

On  May  16,  1931  the  Contractor  was  advised  by  its  local 
representative  that,  in  estimating  the  labor  required  to  complete 
the  project  “on  the  basis  of  continuing  the  erection  of  the  water 
wheels,  generators  and  electrical  work  as  now  scheduled,  which 
means  that  they  would  be  substantially  completed  about 
January  1,  [1932]  *  *  *  we  find  it  will  be  quite  difficult 

to  prolong  the  construction  of  this  work  until  August  1,  1932 
as  requested  by  our  client ,  unless  some  work  which  we  are  now 
doing  can  be  deferred”  (Petitioner’s  App.  490-491).  The  local 
representative  further  stated  that,  if  the  shipment  of  the  parts 
for  Units  3  and  4  “could  be  deferred  until  about  the  first  of 
the  year  [January  1,  1932],  it  would  help  out  considerably  in 
prolonging  the  job,  as  the  complete  erection  of  Units  Nos.  3 
and  4  could  easily  be  extended  until  about  May  1,  [1932]  pro¬ 
vided  they  were  not  delivered  to  the  job  until  January  1,  [1932]. 
If  this  schedule  were  followed,  preliminary  operation  and  paint¬ 
ing  of  this  equipment,  together  with  final  adjustment,  could 
be  taken  care  of  between  May  1  and  August  1,  1932”  (Peti¬ 
tioner’s  App.  491). 

On  June  9,  1931,  the  Contractor  wired  its  local  representa¬ 
tive  that  the  construction  schedule  could  probably  be  shortened 
some  four  or  five  months  less  than  August  1, 1932  if  the  “present 
shipping  schedule  for  Units  Three  and  Four  is  maintained” 
(Petitioner’s  App.  493) .  The  Contractor’s  wire  further  stated : 

License  Application  Exhibit  0  Specifies  August  One 
Nineteen  Thirty  Two  As  Completion  Date  Which  Pre¬ 
sumably  Might  Be  Considered  As  Governing  Date  As 
Far  As  Interest  Charges  Are  Concerned  Stop  We  Suggest 
Possibility  of  Client  Securing  Definite  Ruling  From 


Power  Commission  Representative  Either  in  Seattle  Or 
Washington  As  To  Application  Of  Regulations  Cover¬ 
ing  Interest  Charges  (Petitioner’s  App.  493-494). 

In  response  to  this  suggestion,  the  local  representative  ad¬ 
vised  the  Contractor  by  telegram  of  June  11, 1931  that: 

Client  Unwilling  to  Approach  Commission  Represent - 
ative  as  to  Governing  Date  For  Stopping  Interest 
Charges  on  Plant  And  Feel  It  Would  he  Unwise  to 
Bring  Up  This  Subject  Stop  They  Prefer  to  Postpone 
Shipment  of  Water  Wheels  and  Generators  For  Units 
Three  and  Four  And  To  Continue  Construction  Oper¬ 
ations  So  That  Plant  Will  Not  Be  Turned  Over  To 
Them  Till  August  First  Thirty  Two  In  Accordance  With 
Original  Schedule  Stop  Additional  Cost  Involved  Does 
Not  Interest  Them  In  View  Of  Greater  Fixed  Charges 
Possibly  Incurred  If  Plant  Completed  Earlier  (Peti¬ 
tioner’s  App.  494). 

Following  these  telegrams  petitioner  instructed  the  manu¬ 
facturers  on  July  17, 1931  to  postpone  shipment  of  Unit  3  until 
February  1,  1932  and  of  Unit  4  until  March  15,  1932  (Peti¬ 
tioner’s  App.  158). 

In  the  meantime  the  demand  for  power  on  petitioner’s  sys¬ 
tem  had  commenced  to  decline  as  a  result  of  the  nation-wide 
business  depression  and,  petitioner  then  began  to  consider  a  fur¬ 
ther  and  more  drastic  prolonging  of  the  final  construction  ac¬ 
tivities.  Discussions  were  commenced  which  continued  over  a 
period  of  about  six  months.  In  these  discussions  consideration 
was  specifically  given  to  the  question  of  whether  the  Federal 
Power  Commission  “would  allow  interest  for  the  period  of  de¬ 
lay”  (Petitioner’s  App.  233).  That  question  was  recognized 
“to  be  the  crux  of  the  whole  matter”  (Petitioner’s  App.  499), 
but  petitioner  deliberately  failed  to  submit  it  to  the  Commis¬ 
sion  “for  consideration  and  decision.”  in  accordance  with  the 
System  of  Accounts.12  Instead,  petitioner  rejected  the  recom¬ 
mendation  of  the  contractor’s  local  representative  that  the 

“The  Commission’s  1922  System  of  Accounts  provided  that  “licensees  shr.il 
submit  all  questions  of  doubtful  interpretation  of  the  accounting  rules  ai.d 
regulations  to  the  commission  for  consideration  and  decision.”  (p.  5) 
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Commission  be  asked  “for  postponement  in  the  completion  of 
this  project”  (Petitioner’s  App.  145). 

Finally,  on  December  8,  1931,  petitioner  instructed  the  Con¬ 
tractor  to  revise  the  program  so  as  to  prolong  the  remaining 
construction  activities  until  January  21,  1933,  the  last  possible 
date  under  the  license  (Petitioner’s  App.  71-72).  The  letter 
recited  that  due  to  the  depression  “we  now  find  that  we  will 
i  not  need  the  output  of  the  Rock  Island  Plant  in  August,  1932, 
as  previously  anticipated”  (Tr.  1837). 

To  effect  such  a  drastic  extension  of  the  small  amount  of  con¬ 
struction  work  which  remained  to  be  done,  expenditures  on  the 
project  were  reduced  to  half  the  amount  of  interest  which  was 
accruing  (Petitioner’s  App.  152, 155) .  Delivery  of  Units  3  and 
i  4  was  again  postponed — this  time  to  March  and  April  of  1932 
(Petitioner’s  App.  159,  503).  The  situation  thus  presented 
was  aptly  described  by  the  General  Electric  Company’s  local 
i  representative  who  advised  his  home  office  in  March,  1932,  as 
follows: 

In  regard  to  the  erection  of  units  #3  and  #4,  we  dis- 
i  cussed  this  with  Mr.  McGrew  and  due  to  some  particular 

set-up  with  the  Federal  Power  Commission,  the  Stone  & 
Webster  Company  do  not  want  to  complete  the  Rock 
Island  Plant  before  January  1, 193S.  This  means  that 
l  if  we  go  on  the  job  May  1  that  we  will  drag  out  our  part 

of  the  work  for  seven  months.  As  I  see  it,  if  we  do  this 
only  a  very  small  crew  would  be  necessary  as  we  should 
be  able  to  install  a  machine  in  three  months  (Petitioner’s 
App.  501). 

Petitioner  thus  contrived  to  keep  up  an  appearance  of  con¬ 
struction  activity  until  January  21, 1933,  the  last  possible  com- 
i  pletion  date  under  the  license.  Moreover,  as  the  record  clearly 
shows,  this  deliberate  delay  was  not  caused  by  any  construction 
!  difficulties  but  was  due  solely  to  petitioner’s  desire  to  capitalize 
as  part  of  project  cost  the  interest  and  taxes  which  would  have 
to  be  paid  from  its  income  as  soon  as  the  project  was  completed 
(Petitioner’s  App.  77,  237,  242). 

In  this  attempt  to  extend  the  capitalization  of  interest  and 
taxes  until  January  21, 1933,  petitioner  asserts  that  the  business 
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depression  so  decreased  its  need  for  power  from  this  project 
that  it  “would  have  been  recreant  to  its  stockholders”  had  it  not 
prolonged  the  final  construction  activities  so  as  to  postpone  the 
payment  of  interest  and  taxes  from  its  income  (Petitioner’s 
App.  78).  The  effect  of  such  delay  therefore  was,  as  the  Com¬ 
mission  found,  “to  increase  project  cost  and  to  postpone  the 
necessity  of  paying  project  fixed  charges  from  revenues  of 
Licensee’s  system”  (Petitioner’s  App.  535). 

In  accordance  with  its  prior  decisions,13  the  Commission  re¬ 
jected  this  attempt  to  capitalize  “operating  losses  due  to  idle 
installation”  and  in  so  doing  pointed  out  that  while  every 
effort  is  made  “to  require  conservative  planning  and  reasonable 
expenditures  by  a  licensee,  the  Act  does  not  guarantee  a  return 
on  the  investment  in  a  licensed  project”  (Petitioner’s  App.  535). 

The  contentions  which  petitioner  advances  on  this  review 
completely  ignore  the  basic  provisions  and  fundamental  pur¬ 
poses  of  the  Federal  Water  Power  Act  under  which  it  volun¬ 
tarily  obtained  a  license  for  this  project.  Section  4  (b)  of  the 
Act  specifically  limits  the  amount  to  be  allowed  as  project  cost 
to  “the  actual  legitimate  original  cost  of  construction  of  such 
project.”  There  is  no  provision  in  the  Act  which  authorizes  a 
deliberate  increase  in  such  cost  merely  because  the  project 
did  not  prove  as  profitable  in  petitioner’s  operations  as  had 
been  anticipated.  On  the  contrary,  Section  14  of  the  Act 
expressly  prohibits  any  allowance  in  project  cost  for  “going 
value”  which  is  usually  based  on  early  losses,  Chelan  Electric 
Co.,  Licensee,  1  F.  P.  C.  91,  98,  and  even  apart  from  this  statu¬ 
tory  prohibition,  operating  losses  due  to  idle  installation  could 
not  be  capitalized.  Galveston  Electric  Co.  v.  Galveston,  2 58 
U.  S.  3S8,  395. 

In  its  brief  (p.  19)  petitioner  denies  that  it  is  seeking  to  do 
this  and  contends  that  since  the  installation  of  the  third  and 
fourth  generating  units  was  prolonged  until  January  21,  1933, 
the  “Project  was  not  in  fact  completed”  before  that  date.  This 
contention  is  clearly  erroneous.  “What  is  sought  is  not  the 

v  Chelan  Electric  Co..  Licensee.  1  F.  I*.  C.  91,  97-98;  Chelan •  Electric  Co., 
Licensee.  1  F.  P.  C.  102.  113;  Portland  General  Electric  Co..  Licensee,  1 
F.  I*.  C.  161,  1S3 ;  Clarion  River  Power  Co..  Lieensee,  1  F.  P.  C.  269,  2SS. 
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date  of  beginning  commercial  operation/’ 14  but  the  date  upon 
which  petitioner  by  the  exercise  of  due  diligence  could  have 
i  made  the  project  available  for  the  use  for  which  it  was 
intended.15 

As  shown  in  the  application  for  license,  this  project  was  in¬ 
tended  to  become  an  integral  part  of  petitioner’s  system 
(Tr.  2373)  and  while  the  anticipated  load  growth  did  not  ma¬ 
terialize  because  of  the  depression,  petitioner  knew  when  it 
embarked  upon  the  program  calling  for  completion  of  all  four 
generating  units  by  August  1,  1932,  that  “based  on  the  fore¬ 
casted  load,  the  capacity  of  the  proposed  plant  would  not  be 
absolutely  essential  to  the  Company’s  system  until  November 
or  December.  1932”  (Petitioner's  App.  416).  The  record  fur¬ 
ther  shows  that  even  before  April  1932,  either  or  both  of  the  first 
two  generating  units  “were  used  for  standby  or  peak  load 
!  capacity”  when  petitioner’s  system  “required  additional  power” 
(Petitioner’s  App.  96).  The  project  to  this  extent  was  there¬ 
fore  “an  operating  unit  of  Licensee’s  system  as  early  as  April, 
1932”  (Petitioner’s  App.  534).  Moreover,  as  petitioner’s  wit- 
!  ness  admitted,  the  third  and  fourth  units  could  have  been  in¬ 
stalled  by  April  1932  (Petitioner's  App.  139). 

Contrary  to  petitioner’s  contention  (Br.  7)  that  it  is  entitled 
i  “as  a  matter  of  law”  to  capitalize  interest  and  taxes  until  Janu- 
i  ary  21, 1933,  the  last  possible  date  under  the  license,  the  record 
I  shows  that  the  decision  to  delay  completion  of  the  project  was 
arrived  at  without  benefit  of  legal  advice  on  whether  the  Com¬ 
mission  “would  allow  interest  for  the  period  of  delay,”  which 
apparently  was  not  “considered  a  legal  matter”  (Petitioner's 
i  App.  233-234).  Moreover,  petitioner’s  contention  is  clearly 
erroneous  since,  as  stated  in  the  Commission’s  opinion,  “the 
license  prescribes  the  maximum,  not  the  minimum,  period 
i  which  may  be  utilized  in  project  construction”  (Petitioner’s 
I  App.  535).  To  hold  otherwise  would  be  to  ignore  the  require¬ 
ment  in  Section  13  of  the  Act  and  Article  6  of  the  license  that 
project  construction  be  prosecuted  “in  good  faith  and  with  due 
diligence.” 

14  Clarion  River  Power  Co.,  Licensee,  1  F.  P.  C.  269,  287. 

18  Louisville  Hydro-Electric  Co.,  Licensee ,  1  F.  P.  C.  130, 150. 
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In  its  brief  (p.  21),  petitioner  also  lays  considerable  emphasis 
upon  the  difficulties  which  it  experienced  in  raising  money  as 
a  result  of  the  depression.  However,  this  case  is  entirely  unlike 
the  situation  presented  in  Florida  Power  Corporation,  Licensee, 
1  F.  P.  C.  390,  403,  where  “construction  proceeded  as  rapidly 
as  funds  were  made  available.”  Instead,  the  record  here  shows 
that  as  late  as  May  19, 1931,  petitioner  sold  $16,000,000  of  its 
4 y2%  bonds  “at  a  price  showing  the  lowest  yield  in  the  com¬ 
pany's  history”  (Petitioner’s  App.  75).  Although  petitioner’s 
Board  of  Directors  then  felt  so  confident  about  the  future  that 
it  did  not  try  to  do  so,  “it  easily  could  have  *  *  *  com¬ 
plete  (d)  the  financing  of  Hock  Island  at  that  time”  (Peti¬ 
tioner’s  App.  75).  Moreover,  approximately  90%  of  the  total 
expenditures  on  this  project,  including  interest,  had  been  made 
by  December  8,  1931,  when  petitioner  decided  to  prolong  the 
remaining  construction  activities  (Petitioner’s  App.  76,  445). 
As  heretofore  stated,  the  project  expenditures  after  that  date 
were  only  half  of  the  amount  of  interest  which  was  accruing 
(Petitioner’s  App.  152,  155).  Petitioner  certainly  cannot  jus¬ 
tify  its  decision  to  delay  completion  of  the  project  by  relying 
upon  difficulties  which  it  subsequently  experienced  in  raising 
funds  during  the  period  of  that  delay. 

The  equipment  notes  referred  to  in  petitioner’s  brief  (p.  21) 
were  not  issued  before  November,  1931  (Petitioner’s  App.  507) 
and  necessarily  covered  the  generators  and  water  wheels  for 
Units  3  and  4  on  which  petitioner  had  postponed  delivery. 
The  $3,227,000  of  bank  loans,  which  petitioner  also  emphasizes 
(Br.  21),  were  not  earmarked  for  this  project  but  “were  avail¬ 
able  for  all  corporate  purposes”  (Petitioner’s  App.  247). 
Moreover,  these  loans  represented  at  most  what  petitioner’s 
witness  described  as  a  “disproportionate  bank  debt”  (Petition¬ 
er’s  App.  79),  since  petitioner  had  $1,404,300  of  such  bank 
loans  outstanding  at  the  end  of  the  prosperous  year  of  1929 
(Tr.  565-566). 16 

Finally,  petitioner’s  attempt  to  increase  the  actual  legitimate 
original  cost  of  this  licensed  project  is  directly  contrary  to  the 

"  During  the  years  1928  to  1932,  both  inclusive,  petitioner  raised  $30,480,835 
by  the  sale  of  bonds,  $2,790,000  by  the  sale  of  notes,  $4,617,000  by  the  sale 
of  preferred  stock,  and  $12,676,S00  by  the  sale  of  common  stock,  or  a  total 
of  $50,564,635  at  an  over-all  cost  of  slightly  over  6%  (Tr.  540-5411. 

51S530 — 43 - 3 
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basic  philosophy  of  the  Federal  Water  Power  Act,  the  pro¬ 
visions  of  which  “must  be  taken  to  forbid  inflation  of  cost  by 
any  device”  ( Alabama  Power  Co.  v.  McNinch,  et  al.,  68  U.  S. 
App.  D.  C.  132,  149;  94  F.  (2d)  601,  618).  “Having  received 
!  its  license  subject  to  such  conditions,  and  enjoying  such  priv¬ 
ileges  as  it  does”  petitioner  “cannot  shuck  off  its  obligations 
as  a  licensee”  (Alabama  Power  Co.  v.  Federal  Power  Commis - 
I  sion,  75  U.  S.  App.  D.  C.  315,  328;  128  F.  (2d)  280,  293;  cert. 
i  denied,  63  S.  Ct.  Rep.  48).  On  the  contrary,  petitioner’s  com¬ 
pliance  with  such  conditions  is  “the  price  which  (it)  must  pay 
to  secure  the  right  to  maintain  (its)  dam”  (United  States  v. 
i  Appalachian  Electric  Power  Co.,  311  TJ.  S.  377,  427). 

Petitioner  also  contends  on  this  review  (Br.  25)  that  assum¬ 
ing  it  had  not  prolonged  the  construction  period,  “The  me- 
!  chanical  difficulties  which  developed  during  the  testing  of  the 
i  four  power  units  would  have  made  it  impossible  for  the  Proj¬ 
ect  to  be  completed  prior  to  November  15,  1932”  and  that  in¬ 
terest  and  taxes  accordingly  should  have  been  allowed  to  that 
date. 

In  support  of  this  contention,  petitioner  erroneously  asserts 
(Br.  33)  that  “November  15,  1932  would  have  been  the 
earliest  date  when  the  various  difficulties  which  developed  in 
i  TJnits  1  and  2  could  have  been  corrected  *  *  *  and  since 
Units  1  and  2  were  the  first  units  erected,  Units  3  and  4  could 
!  not  have  been  ready  for  dependable  service  at  any  earlier  date”. 

Without  burdening  the  Court  with  a  review  of  the  exten¬ 
sive  engineering  testimony  in  the  record,  the  correctness  of  the 
Commission’s  finding  of  August  1,  1932,  as  the  end  of  the 
construction  period  clearly  appears  from  the  analysis  on  which 
petitioner  relies  in  its  brief  ( pp.  3 1-33 ) .  The  latter  shows  that, 
even  under  petitioner’s  theory,  all  the  defects,  except  the  weak¬ 
ness  in  the  shaft  sleeves,  would  have  been  discovered  and  cor¬ 
rected  by  August  1,  1932  (Pet.  Br.  33).  Petitioner  contends, 
however,  that  it  would  have  been  necessary  to  operate  these 
units  for  a  month  more,  that  is,  until  September  1,  1932,  “be¬ 
fore  they  could  be  turned  over  to  the  owner  for  commercial 
operation”  (Pet.  Br.  33).  Petitioner  then  asserts  that  during 
this  month,  the  weakness  in  the  shaft  sleeves  “should  have  been 
i  discovered”  and  that  it  would  have  taken  two  and  a  half  more 
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months,  that  is,  until  November  15, 1932,  to  correct  such  defect 
(Pet.  Br.  33). 

These  contentions  are  without  merit.  Units  1  and  2  were 
installed  in  October  of  1931  (Petitioner’s  App.  135)  and  by 
December  1,  1931,  they  were  “available  for  load”  (Petitioner’s 
App.  150).  Moreover,  when  petitioner’s  system  “required 
additional  power  either  or  both  units  were  used  for  standby 
or  peak  load  capacity”  (Petitioner’s  App.  96) .  Since  the  Com¬ 
mission’s  finding  of  August  1,  1932  as  the  end  of  the  construc¬ 
tion  period  allows  more  than  eight  months  for  testing,  correc¬ 
tion  of  defects,  and  actual  operation  of  Units  1  and  2,  there 
is  no  possible  justification  for  petitioner’s  attempt  to  add  an¬ 
other  month  of  “operation”  to  the  construction  period.  More¬ 
over,  Units  3  and  4  admittedly  could  have  been  completed 
in  April,  1932  (Petitioner’s  App.  139).  The  Commission’s 
finding  of  August  1,  1932  thus  allows  four  months  for  testing 
of  these  units,  although  “After  eight  months’  experience  with 
Units  1  and  2  only  a  nominal  test  period  for  the  identical  Units 
Nos.  3  and  4  should  have  been  necessary”  (Petitioner’s  App. 
536).ir 

There  is  also  no  basis  for  petitioner’s  gratuitous  assumption 
(Br.  33)  that  during  the  ninth  month  of  operation,  which  it 
attempts  to  add  to  the  test  period  on  Units  1  and  2,  the  weak¬ 
ness  in  the  shaft  sleeves  “should  have  been  discovered.”  As 
the  record  shows,  this  weakness  was  not  in  fact  discovered  until 
these  units  were  inspected  in  August  of  1933 — one  year  later 
(Petitioner’s  App.  100). 18 

Were  there  any  doubt  as  to  the  correctness  of  the  Commis¬ 
sion’s  finding  of  August  1,  1932  as  the  end  of  the  construction 
period  for  capitalization  of  interest  and  taxes  in  this  case,  it 
would  be  removed  by  the  recent  decision  of  the  Fifth  Circuit 
Court  of  Appeals  in  Alabama  Power  Co.  v.  Federal  Power  Com¬ 
mission,  - F.  (2d)  -  (No.  10,227,  decided  March  11, 

1943).  In  that  case,  the  Company  had  claimed  December  31, 
1926  as  the  end  of  the  construction  period,  but  the  Commission 

17  The  Commission  Engineer  testified  that  90  days  is  the  usual  testing 
period  for  such  units  (Petitioner’s  App.  153). 

“The  sleeves  in  the  third  and  fourth  units  were  not  replaced  until  193S 
when  they  first  “showed  signs  of  cracking’’  (Petitioner’s  App.  123). 
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found  that  “with  the  exercise  of  due  diligence,  as  required  by 
both  the  act  and  the  license/'  the  project  could  have  been  com¬ 
pleted  by  September  1,  1926,  the  last  date  under  the  license, 
and  accordingly  allowed  interest  and  taxes  to  that  date,  Ala - 
I  bama  Power  Co.  Licensee ,  F.  P.  C.  Opinion  No.  64,  41  P.  U.  R. 
(N.  S.)  449,  462.  On  review,  the  Commission’s  determination 
was  affirmed  “though  all  units  were  not  in  operation  and  clean¬ 
up  work  was  not  completed  till  December  31st.”  In  so  doing 
the  Court  said: 

Interest  on  the  amount  invested  as  a  part  of  construc¬ 
tion  cost  was  stopped  September  1,  instead  of  on  De- 
■  cember  31.  We  cannot  say  this  is  unlawful.  Interest, 

like  taxes,  is  ordinarily  an  expense  rather  than  an  invest¬ 
ment.  The  allowance  of  it  as  a  cost  of  construction  has 
limits,  and  involves  a  discretion  which  we  do  not  think 
has  been  unlawfully  used. 

That  is  equally  true  in  this  case  and  the  Commission’s  find- 
i  ing  of  August  1,  1932  as  the  end  of  the  construction  period 
should  be  affirmed. 

Ill 

!  Petitioner  Failed  to  Establish  That  Certain  of  the  General 

Expenses  of  Its  Affiliates  Were  Allocable  to  the  Project  as 

Necessary  and  Associated  Overhead  Costs 

The  project  was  constructed  by  Stone  &  Webster  Engineering 
Corporation  pursuant  to  various  cost-plus-fixed  fee  and  cost- 
plus-percentage  fee  contracts,  under  which  the  contractor  re¬ 
ceived  fees  totalling  $809,786.08.19  Supervisory  services  during 
the  construction  of  the  project  were  rendered  by  Stone  &  Web¬ 
ster  Service  Corporation,  which  was  paid  percentage  fees  total¬ 
ling  $101, 737.37.20 

”  For  preliminary  engineering  services  on  the  project,  the  Contractor  re¬ 
ceived  $23,957.11  to  cover  its  profit  and  overhead  of  its  Boston  office  (Peti- 
i  tioner’s  App.  403).  For  constructing  the  hydro  plant  and  the  transmission 
I  line,  the  Contractor  was  paid  6 fees  of  $663,328.64  and  $6$,900.33,  res;>ec- 
tively  (Petitioner’s  App.  430,  439).  For  acquiring  lands  and  operating  the 
i  orchard  and  the  hydro  plant  during  the  construction  period,  the  Contractor 
received  fixed  fees  totalling  $43,600.00  (Petitioner’s  App.  431). 

*  During  the  preliminary  development  period,  the  fee  charged  was  a  fixed 
i  percentage  of  petitioner’s  gross  earnings  (Petitioner’s  App.  406),  and  during 
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Since  both  the  Contractor  and  the  Service  Company  were 
admittedly  affiliated  with  petitioner  (Pet.  Br.  9),  these  fees 
were  suspended  for  determination  of  the  portion  which  repre¬ 
sented  actual  legitimate  original  cost  of  the  project.  At  the 
hearing  petitioner  admitted  (Pet.  Br.  9),  as  the  Commission 
has  consistently  held,21  that  the  amounts  to  be  allowed  as  actual 
legitimate  original  cost  under  the  Act  cannot  exceed  the  actual 
cost,  exclusive  of  profit,  which  petitioner's  affiliates  incurred  in 
rendering  these  services  on  the  project. 

For  the  purpose  of  determining  the  actual  cost  of  this  work 
including  “the  actual  and  necessary  overheads  associated  there¬ 
with”,  petitioner  employed  an  accounting  firm  prior  to  the 
hearing  to  audit  the  books  of  the  Contractor  and  the  Service 
Company  (Petitioner's  App.  284-285).  The  auditors  prepared 
a  report  in  which  they  excluded  Federal  income  taxes  and  some 
minor  items  and  then  allocated  to  this  project  a  portion  of  all 
the  Contractor  s  “pay  roll  and  other  pay  roll  expenses  in¬ 
curred  #  *  *  in  the  ordinary  course  of  business  and  not 
charged  directly  to  clients”  (Petitioner’s  App.  508-510).  A 
similar  report  was  prepared  with  respect  to  the  Service  Com¬ 
pany  (Petitioner’s  App.  520-524).  On  this  basis  the  auditors 
concluded  that  the  cost  of  rendering  the  services,  for  which  the 
fees  of  $809,786.08  and  $101,737.37  had  been  charged  was 
$623,685.10  and  $59,462.45,  respectively  (Petitioner’s  App.  511, 
524)  and  at  the  hearing  petitioner  reduced  its  claim  to  that 
extent. 

Upon  consideration  of  the  evidence  of  record,  including  the 
results  of  a  special  audit  by  its  staff  accountant,  the  Commis¬ 
sion  found  that  certain  of  the  items  which  petitioner’s  auditors 
had  approved  “do  not  represent  necessary  and  associated  over- 

the  construction  period  the  fee  was  based  on  a  graduated  percentage  of  the 
monthly  project  charges  (Petitioner’s  App.  433). 

”  Alabama  Power  Co ..  Licensee ,  1  F.  P.  C.  25,  31;  Chelan  Electric  Co., 
Licensee,  1  F.  P.  C.  102, 108 ;  Louisville  Hydro-Electric  Co.,  Licensee,  1F.P.O. 
130, 136 ;  Safe  Harbor  Water  Power  Corp.,  Licensee,  1 F.  P.  C.  230, 237 ;  Clarion 
River  Power  Co.,  Licensee,  1  F.  P.  C.  269,  281 ;  Northern  States  Power  Co., 
Licensee.  1  F.  P.  C.  329,  344;  Safe  Harbor  Water  Porrer  Corp.,  Licensee, 
1  F.  P.  C.  367,  371 ;  Florida  Potcer  Corp.,  Licensee,  1  F.  P.  C.  390, 399 ;  Lexing¬ 
ton  Water  Power  Co.m  Licensee.  1  F.  P.  C.  430,  469,  473.  See  also:  Alabama 
Power  Co.  v.  Federal  Power  Comm.  (C.  C.  A.,  5th,  decided  March  11, 
1943)  - F.  (2d). - . 
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heads  for  purposes  of  this  proceeding”  (Petitioner’s  App.  543). 
Deducting  these  items  from  the  overheads  to  be  allocated  to 
this  project,  the  Commission  found  and  allowed  $419,851.00 
and  $57,441.28  as  the  cost  of  the  services  rendered  by  the  Con¬ 
tractor  and  the  Service  Company,  respectively  (Petitioner’s 
App.  543,  545). 

Petitioner’s  objections  to  the  Commission’s  exclusion  of  these 
items  from  the  overheads  allocated  to  this  project  are  without 
merit.  The  allowance  of  “assumed  overheads”  is  specifically 
1  prohibited  by  the  Commission’s  System  of  Accounts  which  pro¬ 
vides  that  only  “actual  and  necessary  overhead”  costs  may  be 
charged  to  the  project.  Although  petitioner  instructed  the 
auditors  to  limit  their  reports  to  the  “actual  and  necessary 
overheads  associated”  with  the  rendering  of  services  on  this 
project  (Petitioner’s  App.  285),  the  latter  proceeded  upon  the 
erroneous  “theory  that  all  general  corporate  expenses,  except 
certain  eliminations,  may  be  distributed  ratably  to  all  jobs” 
including  this  project  (Petitioner’s  App.  322).  After  exclud¬ 
ing  Federal  income  taxes  and  making  some  minor  adjustments, 
petitioner's  auditors  simply  allocated  to  this  and  other  projects 
all  the  general  expenses  shown  on  the  books  of  the  Contractor 
and  the  Service  Company  (Petitioner’s  App.  314). 

As  petitioner’s  auditor  admitted  at  the  hearing,  there  is  a 
basic  distinction  “between  the  refinement  of  cost  accounting 
which  would  be  proper  for  the  purpose  of  the  company  itself 
and  the  refinement  necessary  to  determine  the  cost  of  rendering 
services  to  Rock  Island”  in  this  proceeding,  and  “there  is  a 
difference  in  the  factors”  to  be  considered  (Petitioner’s  App. 
316,  317).  However,  there  was  no  indication  in  the  records 
of  his  firm  that  any  “study  had  been  made  of  the  requirements 
of  the  Federal  Power  Commission”  with  respect  to  such  cost 
determinations  (Petitioner’s  App.  291). 

The  contentions  in  petitioner’s  brief  (pp.  37-47)  with  respect 
to  the  testimony  of  the  Commission’s  accountant  completely 
ignore  the  fact  that  it  had  the  burden  of  proof  to  establish  the 
costs  which  it  claimed.  As  a  licensee  it  makes  “an  affirmative 
claim  and  has  peculiar  knowledge  and  command  of  the  evidence 
(and  any)  other  rule  would  throw  upon  the  Government  the 
burden  of  establishing  a  negative.”  Alabama  Power  Co.,  Li - 
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censes ,  1  F.  P.  C.  25,  33.  The  issue  before  the  Commission 
therefore  was  not  whether  the  staff  had  established  that  the 
disallowed  items  were  improper  but  whether  petitioner  had 
proven  that  such  items  were  “necessary  and  associated  over¬ 
head”  costs  on  this  project  as  it  claimed. 

(A)  Contingent  Salaries 

The  Contractor’s  so-called  “Contingent  Salaries”  constituted 
one  of  the  principal  items  which  the  Commission  refused  to 
allocate  to  this  project.  As  the  Commission  found,  “These 
bonuses  were  not  distributed  to  the  employees  generally  bu  b 
were  limited  to  a  selected  few”  (Petitioner’s  App.  541).  Ill 
the  year  1930,  for  example,  only  122  of  the  1,000  employees  irk 
the  Contractor’s  Boston  office  received  such  payments  (Petil 
tioner’s  App.  294).  Moreover,  the  six  highest  paid  of  these 
employees  received  $162,926,  which  was  approximately  80  per  ¬ 
cent  of  their  fixed  salaries  of  $196,000  (Petitioner’s  App.  295). 

The  few  officers  and  employees  who  received  such  bonuses 
were  selected  each  year  by  a  Salary  Committee  and  the  amount 
of  the  payments  was  based  upon  a  percentage  of  the  net  earn¬ 
ings  “as  determined  by  the  Salary  Committee  in  each  individual 
case”  (Petitioner’s  App.  529).  The  Commission’s  finding  thai 
these  payments  “represented  the  distribution  of  profits”  (Pej 
titioner’s  App.  541)  was  thus  clearly  supported  by  substantial 
evidence.  Moreover,  petitioner’s  witness  testified  that  the 
Contractor  made  “a  fair  return  by  way  of  net  income  after 
deducting  the  additional  compensation”  (Petitioner’s  App. 
272). 

The  bonuses  in  this  case  were  totally  unlike  the  Christmas 
bonus  involved  in  the  recent  Alabama  Power  Co.  case.  In  that 
case,  the  Dixie  Construction  Company  had  a  long-established 
practice  of  paying  all  of  its  construction  employees  a  Christmas 
bonus.  The  amount  of  the  bonus  was  not  measured  by  or  in 
any  wise  dependent  upon  the  net  earnings  of  the  Construction 
Company.  Moreover,  the  Commission  did  not  find  in  that 
case,  as  it  did  here,  that  the  payment  of  such  bonuses  “repre¬ 
sented  the  distribution  of  profits”  (Petitioner’s  App.  541). 
This  distinction  is  illustrated  by  comparing  the  size  of  ,  the 
bonuses  paid  in  that  case  with  those  paid  here.  Dixie  Con- 
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struction  Company’s  Christmas  bonuses  to  employees  on  the 
project  were  only  $24,448.45  and  similar  bonuses  allocated  as 
overhead  were  only  $57,746.75  for  the  entire  10-year  period 
from  1920  to  1929,  during  which  it  “engaged  in  an  extensive 
construction  program  at  a  recorded  cost  of  $83,918,953.24.” 
Alabama  Power  Co.,  Licensee,  F.  P.  C.  Op.  No.  64,  41  P.  U.  R. 
i  (N.  S.)  449,  464.  The  Contractor  in  this  case,  on  the  other 
hand,  claims  $1,502,347.15  as  “contingent  salaries”  for  the 
years  1928  to  1932,  during  which  the  recorded  expense  of  its 
entire  Boston  office  was  only  $22,200,222.24  (Petitioner’s  App. 
540). 

In  holding  that  the  Christmas  bonuses  paid  by  Dixie  Con¬ 
struction  Company  should  be  allowed  as  cost,  the  Fifth  Circuit 
Court  of  Appeals  emphasized  that  such  bonuses  were  “regularly 
paid  to  employees  in  general ”  and  were  not  “bonuses  paid  to  the 
officials,  such  as  sometimes  are  paid  to  reduce  apparent  profits 
for  income  tax  purposes,  nor  were  they  windfall  gratuities,  but 
were  paid  each  year  for  seven  or  eight  years,  and  were  expected 
by  the  workers .”  Alabama  Power  Co.  v.  Federal  Power  Com¬ 
mission,  - F.  (2d) - (C.  C.  A.,  5th,  No.  10,227,  decided 

March  11, 1943). 

The  contingent  salaries  are  also  essentially  different  from 
the  special  payments  made  to  key  construction  men  employed 
on  the  project  in  the  Alabama  case.  The  latter  totalled  only 
$7,799.70  and  was  not  measured  by  earnings  but  by  the  length 
of  their  employment.  Moreover,  as  appears  from  the  opinion 
of  the  Commission  and  the  Court,  the  payments  were  promised 
“by  the  construction  manager  two  years  before  the  construction 
ended”  to  induce  “the  cooperation  of  the  key  employees  in  com¬ 
pleting  construction”,  Alabama  Power  Co.,  Licensee,  F.  P.  C. 
Op.  No.  64, 41  P.  U.  R.  (N.  S.)  449, 470;  Alabama  Power  Co.  v. 

Federal  Power  Commission, - F.  (2d) - (C.  C.  A.,  5th, 

No.  10,227,  decided  March  11,  1943).  In  this  case  the  pay¬ 
ment  of  bonuses  to  a  selected  few  of  the  Contractor’s  Boston 
office  employees,  measured  by  net  earnings,  represented,  as  the 
Commission  found,  “the  distribution  of  profits”  (Petitioner’s 
App.  541). 

i  Profits  derived  by  petitioner’s  affiliates  cannot  be  thus  con¬ 
verted  into  part  of  the  actual  legitimate  original  cost  of  peti- 
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tioner’s  licensed  project.  Alabama  Power  Co.  v.  McNinch 
et  al.,  68  U.  S.  App.  D.  C.  132, 149;  94  F.  (2d)  601,  618. 

(B)  Investigation  and  New  Business  Expense 

Since  the  Contractor,  by  reason  of  the  affiliation,  was  assured 
of  petitioner's  business,  the  Commission  refused  to  allow  the 
allocation  to  this  project  of  the  Contractor’s  advertising  anc. 
publicity  expenditures  and  the  expenses  which  it  incurred  in 
maintaining  branch  offices  “to  contact  existing  and  prospective 
clients  and  develop  new  business”  (Petitioner’s  App.  541-542) . 

Moreover,  as  the  record  clearly  shows,  petitioner  wholly 
failed  to  establish  that  these  items  were  properly  allocable  to 
this  project  as  “necessary  and  associated  overheads”.  At  the 
hearing  petitioner  was  unable  to  show  any  association  with  this 
project  of  charges  such  as  the  expenses  of  the  contractor’s 
branch  office  in  Paris,  France;  the  cost  of  an  investigation  of 
Mexican  hydroelectric  power;  and  the  expense  of  moving  an 
employee  and  his  family  from  Buenos  Aires,  South  America, 
to  New  York  City  (Petitioner’s  App.  302,  303). 

In  Alabama  Power  Co.,  Licensee,  F.  P.  C.  Op.  No.  64,  41 
P.  U.  R.  (N.  S.)  449,  467,  the  Commission  rejected  a  similar) 
attempt  to  burden  the  project  with  the  expenses  of  branch  of¬ 
fices  of  the  affiliated  contractor,  Dixie  Construction  Company. 
The  Court  affirmed  the  Commission’s  action  since,  as  in  this) 
case,  it  “does  not  appear  how  the  branch  offices  were  of  any  serv¬ 
ice  to  this  project”,  Alabama  Power  Co:  v.  Federal  Power  Com - 

mission, - F.  (2d) - (C.  C.  A.,  5th,  No.  10,227,  decided 

March  11,  1943). 

(C)  Miscellaneous  Items 


The  other  items  which  the  Commission  disallowed  were  also 
found  to  have  had  “no  relation  to  this  project”  (Petitioner’s 
App.  542).  These  included  entertainment  expenses  which  the 
Commission  has  consistently  rejected  as  not  properly  a  part  of 
the  actual  legitimate  original  cost  of  a  licensed  project,  Safe 
Harbor  Water  Power  Corp.,  Licensee,  1  F.  P.  C.  367,  371.  Pe¬ 
titioner’s  attempt  to  charge  this  project  with  the  cost  of  moving 
employees  and  their  families  between  various  jobs  and  branch 
offices  is  similarly  erroneous.  Lexington  Water  Power  Co., 
Licensee,  1  F.  P.  C.  430,  457. 
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The  weight  to  be  given  the  testimony  and  the  inferences  to 
be  drawn  in  each  case  are,  of  course,  for  the  Commission  and 
not  for  the  reviewing  Court.  Labor  Board  v.  Link-Belt  Co., 
311  U.  S.  584,  597. 


CONCLUSION 

1  The  Commission’s  determination  of  the  actual  legitimate 
original  cost  of  petitioner’s  licensed  project  should  be  affirmed. 
As  the  Supreme  Court  has  said  “So  long  as  there  is  warrant  in 
the  record  for  the  judgment  of  the  expert  body  it  must  stand”, 
Rochester  Telephone  Co.  v.  United  States,  307  U.  S.  125,  145- 
146. 

Respectfully  submitted. 

Charles  V.  Shannon, 

General  Counsel, 

Louis  W.  McKernan, 

Principal  Attorney, 
Reuben  Goldberg, 

Attorney, 

Counsel  for  Respondent,  Federal  Power  Commission. 


April  1943. 
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APPENDIX 


PERTINENT  PROVISIONS  OF  THE  FEDERAL 

POWER  ACT 

Part  I 


[The  Federal  Water  Power  Act  of  June  10,  1920  (41  Stat. 

1063),  Title  16,  U.  S.  C.,  §§  791-823,  as  Amended  by  Title  II 

of  the  Public  Utility  Act  of  August  26,  1935  (49  Stat  838), 

Title  16,  U.  S.  C„  Sup.  IV,  §§  791a-825r] 

Sec.  3.  [As  amended  August  26, 1935.]  The  words  define^ 
in  this  section  shall  have  the  following  meanings  for  purposes 
of  this  Act,  to  wit: 

•  *  *  *  * 

(10)  “Government  dam”  means  a  dam  or  other  work  con¬ 
structed  or  owned  by  the  United  States  for  Government  pur¬ 
poses  with  or  without  contribution  from  others; 

(11)  “project”  means  complete  unit  of  improvement  ojr 
development,  consisting  of  a  powerhouse,  all  water  conduit^, 
all  dams  and  appurtenant  works  and  structures  (including 
navigation  structures)  which  are  a  part  of  said  unit,  and  all 
storage,  diverting,  or  forebay  reservoirs  directly  connected 
therewith,  the  primary  line  or  lines  transmitting  power  there¬ 
from  to  the  point  of  junction  with  the  distribution  system  or 
with  the  interconnected  primary  transmission  system,  all  mis¬ 
cellaneous  structures  used  and  useful  in  connection  with  said 
unit  or  any  part  thereof,  and  all  water-rights,  rights-of-way, 
ditches,  dams,  reservoirs,  lands,  or  interest  in  lands  the  ust 
and  occupancy  of  which  are  necessary  or  appropriate  in  the 

maintenance  and  operation  of  such  unit; 

•  #  *  *  # 

(13)  “net  investment”  in  a  project  means  the  actual  legiti¬ 
mate  original  cost  thereof  as  defined  and  interpreted  in  the 
“classification  of  investment  in  road  and  equipment  of  steam 

(27) 
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roads,  issue  of  1914,  Interstate  Commerce  Commission,”  plus 
similar  costs  of  additions  thereto  and  betterments  thereof, 
minus  the  sum  of  the  following  items  properly  allocated  thereto, 
if  and  to  the  extent  that  such  items  have  been  accumulated 
during  the  period  of  the  license  from  earnings  in  excess  of  a 
fair  return  on  such  investment:  (a)  Unappropriated  surplus, 
(b)  aggregate  credit  balances  of  current  depreciation  accounts, 
and  (c)  aggregate  appropriations  of  surplus  or  income  held  in 
amortization,  sinking  fund,  or  similar  reserves,  or  expended 
for  additions  or  betterments  or  used  for  the  purposes  for  which 
such  reserves  were  created.  The  term  “cost”  shall  include, 
insofar  as  applicable,  the  elements  thereof  prescribed  in  said 
classification,  but  shall  not  include  expenditures  from  funds 
obtained  through  donations  by  States,  municipalities,  indi¬ 
viduals,  or  others,  and  said  classification  of  investment  of  the 
Interstate  Commerce  Commission  shall  insofar  as  applicable 
be  published  and  promulgated  as  a  part  of  the  rules  and  regu¬ 
lations  of  the  Commission; 

*  «  4  •  » 

Sec.  4  [-4$  amended  August  26, 1935.]  The  Commission  is 

hereby  authorized  and  empowered — 

*  *  *  #  * 

(b)  To  determine  the  actual  legitimate  original  cost  of  and 
the  net  investment  in  a  licensed  project,  and  to  aid  the  Com¬ 
mission  in  such  determinations,  each  licensee  shall,  upon  oath, 
within  a  reasonable  period  of  time  to  be  fixed  by  the  Commis¬ 
sion,  after  the  construction  of  the  original  project  or  any  addi¬ 
tion  thereto  or  betterment  thereof,  file  with  the  Commission  in 
such  detail  as  the  Commission  may  require,  a  statement  in 
duplicate  showing  the  actual  legitimate  original  cost  of  con¬ 
struction  of  such  project,  addition,  or  betterment,  and  of  the 
price  paid  for  water  rights,  rights-of-way,  lands,  or  interest 
in  lands.  The  licensee  shall  grant  to  the  Commission  or  to 
its  duly  authorized  agent  or  agents,  at  all  reasonable  times, 
free  access  to  such  project,  addition,  or  betterment,  and  to  all 
maps,  profiles,  contracts,  reports  of  engineers,  accounts,  books, 
records,  and  all  other  papers  and  documents  relating  thereto. 
The  statement  of  actual  legitimate  original  cost  of  said  project, 


and  revisions  thereof  as  determined  by  the  Commission,  shall 

be  filed  with  the  Secretary  of  the  Treasury. 

*  *  *  *  * 

(e)  To  issue  licenses  to  citizens  of  the  United  States,  or  to 
any  association  of  such  citizens,  or  to  any  corporation  organized 
under  the  laws  of  the  United  States  or  any  State  thereof,  or 
to  any  State  or  municipality  for  the  purpose  of  constructing, 
operating,  and  maintaining  dams,  water  conduits,  reservoirs, 
powerhouses,  transmission  lines,  or  other  project  works  neces¬ 
sary  or  convenient  for  the  development  and  improvement  of 
navigation  and  for  the  development,  transmission,  and  utili¬ 
zation  of  power  across,  along,  from  or  in  any  of  the  streams  or 
other  bodies  of  water  over  which  Congress  has  jurisdiction 
under  its  authority  to  regulate  commerce  with  foreign  nations 
and  among  the  several  States,  or  upon  any  part  of  the  public 
lands  and  reservations  of  the  United  States  (including  the 
Territories),  or  for  the  purpose  of  utilizing  the  surplus  water 
or  water  power  from  any  Government  dam,  except  as  herein 
provided:  Provided,  That  licenses  shall  be  issued  within  any 
reservation  only  after  a  finding  by  the  Commission  that  the 
license  will  not  interfere  or  be  inconsistent  with  the  purpose 
for  which  such  reservation  was  created  or  acquired,  and  shall 
be  subject  to  and  contain  such  conditions  as  the  Secretary  of 
the  department  under  whose  supervision  such  reservation  falls 
shall  deem  necessary  for  the  adequate  protection  and  utilization 
of  such  reservation :  Provided  further ,  That  no  license  affecting 
the  navigable  capacity  of  any  navigable  waters  of  the  United 
States  shall  be  issued  until  the  plans  of  the  dam  or  other  struc¬ 
tures  affecting  navigation  have  been  approved  by  the  Chief  of 
Engineers  and  the  Secretary  of  War.  Whenever  the  contem¬ 
plated  improvement  is,  in  the  judgment  of  the  Commission, 
desirable  and  justified  in  the  public  interest  for  the  purpose  of 
improving  or  developing  a  waterway  or  waterways  for  the  use 
or  benefit  of  interstate  or  foreign  commerce,  a  finding  to  that 
effect  shall  be  made  by  the  Commission  and  shall  become  a  part 
of  the  records  of  the  Commission:  Provided  further ,  That  in 
case  the  Commission  shall  find  that  any  Government  dam  may 
be  advantageously  used  by  the  United  States  for  public  pur¬ 
poses  in  addition  to  navigation,  no  license  therefor  shall  be 
issued  until  two  years  after  it  shall  have  reported  to  Congress 
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the  facts  and  conditions  relating  thereto,  except  that  this  pro¬ 
vision  shall  not  apply  to  any  Government  dam  constructed 
prior  to  June  10,  1920:  And  provided  further,  That  upon  the 
filing  of  any  application  for  a  license  which  has  not  been  pre¬ 
ceded  by  a  preliminary  permit  under  subsection  (f)  of  this 
section,  notice  shall  be  given  and  published  as  required  by  the 
proviso  of  said  subsection. 

(f)  To  issue  preliminary  permits  for  the  purpose  of  enabling 
applicants  for  a  license  hereunder  to  secure  the  data  and  to 
perform  the  acts  required  by  section  9  hereof :  Provided,  how¬ 
ever,  That  upon  the  filing  of  any  application  for  a  preliminary 
permit  by  any  person,  association,  or  corporation  the  Commis¬ 
sion,  before  granting  such  application,  shall  at  once  give  notice 
of  such  application  in  'writing  to  any  State  or  municipality 
likely  to  be  interested  in  or  affected  by  such  application;  and 
shall  also  publish  notice  of  such  application  once  each  week 
for  four  weeks  in  a  daily  or  weekly  newspaper  published  in  the 
county  or  counties  in  which  the  project  or  any  part  thereof 

or  the  lands  affected  thereby  are  situated. 

***** 

Sec.  6.  [As  amended  August  26, 1935.]  Licenses  under  this 
Part  shall  be  issued  for  a  period  not  exceeding  fifty  years. 
Each  such  license  shall  be  conditioned  upon  acceptance  by  the 
licensee  of  all  the  terms  and  conditions  of  this  Act  and  such 
further  conditions,  if  any,  as  the  Commission  shall  prescribe  in 
conformity  with  this  Act,  which  said  terms  and  conditions  and 
the  acceptance  thereof  shall  be  expressed  in  said  license.  Li¬ 
censes  may  be  revoked  only  for  the  reasons  and  in  the  manner 
prescribed  under  the  provisions  of  this  Act,  and  may  be  altered 
or  surrendered  only  upon  mutual  agreement  between  the 
licensee  and  the  Commission  after  thirty  days’  public  notice. 
Copies  of  all  licenses  issued  under  the  provisions  of  this  Part 
and  calling  for  the  payment  of  annual  charges  shall  be  deposited 
with  the  General  Accounting  Office,  in  compliance  with  section 
3743,  Revised  Statutes,  as  amended  (U.  S.  C.,  title  41,  sec.  20). 

Sec.  8.  That  no  voluntary  transfer  of  any  license,  or  of  the 
rights  thereunder  granted,  shall  be  made  without  the  written 
approval  of  the  commission ;  and  any  successor  or  assign  of  the 
rights  of  such  licensee,  whether  by  voluntary  transfer,  judicial 
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sale,  foreclosure  sale,  or  otherwise,  shall  be  subject  to  all  the 
conditions  of  the  license  under  which  such  rights  are  held  by 
such  licensee  and  also  subject  to  all  the  provisions  and  condii 
tions  of  this  Act  to  the  same  extent  as  though  such  successor 
or  assign  were  the  original  licensee  hereunder:  Provided,  Thai 
a  mortgage  or  trust  deed  or  judicial  sales  made  thereunder  oi 
under  tax  sales  shall  not  be  deemed  voluntary  transfers  withii} 
the  meaning  of  this  section. 

Sec.  10.  [As  amended  August  26, 1935.]  All  licenses  issue4 
under  this  Part  shall  be  on  the  following  conditions: 


(d)  That  after  the  first  twenty  years  of  operation,  out  of 
surplus  earned  thereafter,  if  any,  accumulated  in  excess  of  a 
specified  reasonable  rate  of  return  upon  the  net  investment  oft 
a  licensee  in  any  project  or  projects  under  license,  the  license^ 
shall  establish  and  maintain  amortization  reserves,  which  re-| 
serves  shall,  in  the  discretion  of  the  Commission,  be  held  until 
the  termination  of  the  license  or  be  applied  from  time  to  time 
in  reduction  of  the  net  investment.  Such  specified  rate  of 
return  and  the  proportion  of  such  surplus  earnings  to  be  paid, 
into  and  held  in  such  reserves  shall  be  set  forth  in  the  license. 

(e)  That  the  licensee  shall  pay  to  the  United  States  reason¬ 
able  annual  charges  in  an  amount  to  be  fixed  by  the  Commission 
for  the  purpose  of  reimbursing  the  United  States  for  the  costs 
of  the  administration  of  this  Part;  for  recompensing  it  for  the 
use,  occupancy,  and  enjoyment  of  its  lands  or  other  property; 
and  for  the  expropriation  to  the  Government  of  excess  profits 
until  the  respective  States  shall  make  provision  for  preventing! 
excessive  profits  or  for  the  expropriation  thereof  to  themselves, 
or  until  the  period  of  amortization  as  herein  provided  is  reached, 
and  in  fixing  such  charges  the  Commision  shall  seek  to  avoid 
increasing  the  price  to  the  consumers  of  power  by  such  charges, 
and  any  such  charges  may  be  adjusted  from  time  to  time  by 
the  Commission  as  conditions  may  require:  Provided,  That 
when  licenses  are  issued  involving  the  use  of  Government  dams 
or  other  structures  owned  by  the  United  States  or  tribal  lands 
embraced  within  Indian  reservations  the  Commission  shall, 
subject  to  the  approval  of  the  Secretary  of  the  Interior  in  the 
case  of  such  dams  or  structures  in  reclamation  projects  and, 
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in  the  case  of  such  tribal  lands,  subject  to  the  approval  of  the 
Indian  tribe  having  jurisdiction  of  such  lands  as  provided  in 
section  16  of  the  Act  of  June  18,  1934  (48  Stat.  984),  fix  a 
reasonable  annual  charge  for  the  use  thereof,  and  such  charges 
may  with  like  approval  be  readjusted  by  the  Commission  at 
the  end  of  twenty  years  after  the  project  is  available  for  ser¬ 
vice  and  at  periods  of  not  less  than  ten  years  thereafter  upon 
notice  and  opportunity  for  hearing:  Provided  further,  That 
licenses  for  the  development,  transmission,  or  distribution  of 
power  by  States  or  municipalities  shall  be  issued  and  enjoyed 
without  charge  to  the  extent  such  power  is  sold  to  the  public 
without  profit  or  is  used  by  such  State  or  municipality  for  State 
or  municipal  purposes,  except  that  as  to  projects  constructed  or 
to  be  constructed  by  States  or  municipalities  primarily  designed 
to  provide  or  improve  navigation,  licenses  therefor  shall  be  is¬ 
sued  without  charge;  and  that  licenses  for  the  development, 
transmission,  or  distribution  of  power  for  domestic,  mining,  or 
other  beneficial  use  in  projects  of  not  more  than  one  hundred 
horsepower  installed  capacity  may  be  issued  without  charge, 
except  on  tribal  lands  within  Indian  reservations;  but  in  no 
case  shall  a  license  be  issued  free  of  charge  for  the  development 
and  utilization  of  power  created  by  any  Government  dam  and 
that  the  amount  charged  therefor  in  any  license  shall  be  such  as 
determined  by  the  Commission.  In  the  event  an  overpayment 
of  any  charge  due  under  this  section  shall  be  made  by  a  licensee, 
the  Commission  is  authorized  to  allow  a  credit  for  such  over¬ 
payment  when  charges  are  due  for  any  subsequent  period. 

*  #  *  *  • 

(g)  Such  other  conditions  not  inconsistent  with  the  pro¬ 
visions  of  this  Act  as  the  Commission  may  require. 

***** 

Sec.  13.  That  the  licensee  shall  commence  the  construction 
of  the  project  works  within  the  time  fixed  in  the  license,  which 
shall  not  be  more  than  two  years  from  the  date  thereof,  shall 
thereafter  in  good  faith  and  with  due  diligence  prosecute  such 
construction,  and  shall  within  the  time  fixed  in  the  license  com¬ 
plete  and  put  into  operation  such  part  of  the  ultimate  de¬ 
velopment  as  the  Commission  shall  deem  necessary  to  supply 
the  reasonable  needs  of  the  then  available  market,  and  shall 
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from  time  to  time  thereafter  construct  such  portion  of  the 
balance  of  such  development  as  the  Commission  may  direct, 
so  as  to  supply  adequately  the  reasonable  market  demands 
until  such  development  shall  have  been  completed.  The 
periods  for  the  commencement  of  construction  may  be  extended 
once  but  not  longer  than  two  additional  years  and  the  period 
for  the  completion  of  construction  carried  on  in  good  faith 
and  with  reasonable  diligence  may  be  extended  by  the  Com]- 
mission  when  not  incompatible  with  the  public  interests.  In 
case  the  licensee  shall  not  commence  actual  construction  of  the 
project  works,  or  of  any  specified  part  thereof,  within  the  time 
prescribed  in  the  license  or  as  extended  by  the  Commission, 
then,  after  due  notice  given,  the  license  shall,  as  to  such  project 
■works  or  part  thereof,  be  terminated  upon  written  order  of  the 
Commission.  In  case  the  construction  of  the  project  works,  or 
of  any  specified  part  thereof,  have  been  begun  but  not  com¬ 
pleted  within  the  time  prescribed  in  the  license,  or  as  extended 
by  the  Commission,  then  the  Attorney  General,  upon  the  re¬ 
quest  of  the  Commission,  shall  institute  proceedings  in  equity 
in  the  district  court  of  the  United  States  for  the  district  ii^ 
which  any  part  of  the  project  is  situated  for  the  revocation 
of  said  license,  the  sale  of  the  works  constructed,  and  sucH 
other  equitable  relief  as  the  case  may  demand,  as  provided  for 
in  section  26  hereof. 

Sec.  14  [As  amended  August  26, 1935].  Upon  not  less  than 
two  years'  notice  in  writing  from  the  Commission  the  United 
States  shall  have  the  right  upon  or  after  the  expiration  of  any 
license  to  take  over  and  thereafter  to  maintain  and  operate  any 
project  or  projects  as  defined  in  section  3  hereof,  and  covered! 
in  whole  or  in  part  by  the  license,  or  the  right  to  take  over  upon 
mutual  agreement  with  the  licensee  all  property  owned  and 
held  by  the  licensee  then  valuable  and  serviceable  in  the  de¬ 
velopment,  transmission,  or  distribution  of  power  and  which 
is  then  dependent  for  its  usefulness  upon  the  continuance  of 
the  license,  together  with  any  lock  or  locks  or  other  aids  to 
navigation  constructed  at  the  expense  of  the  licensee,  upon  the 
condition  that  before  taking  possession  it  shall  pay  the  net 
investment  of  the  licensee  in  the  project  or  projects  taken,  not 
to  exceed  the  fair  value  of  the  property  taken,  plus  such  reason- 
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able  damages,  if  any,  to  property  of  the  licensee  valuable, 
serviceable,  and  dependent  as  above  set  forth  but  not  taken,  as 
may  be  caused  by  the  severance  therefrom  of  property  taken, 
and  shall  assume  all  contracts  entered  into  by  the  licensee 
with  the  approval  of  the  Commission.  The  net  investment 
of  the  licensee  in  the  project  or  projects  so  taken  and  the 
amount  of  such  severance  damages,  if  any,  shall  be  determined 
by  the  Commission  after  notice  and  opportunity  for  hearing. 
Such  net  investment  shall  not  include  or  be  affected  by  the 
value  of  any  lands,  rights-of-way,  or  other  property  of  the 
United  States  licensed  by  the  Commission  under  this  Act, 
by  the  license,  or  by  good  will,  going  value,  or  prospective 
revenues;  nor  shall  the  values  allowed  for  water  rights,  rights- 
of-way,  lands,  or  interest  in  lands  be  in  excess  of  the  actual 
reasonable  cost  thereof  at  the  time  of  acquisition  by  the 
licensee:  Provided ,  That  the  right  of  the  United  States  or  any 
State  or  municipality  to  take  over,  maintain,  and  operate  any 
project  licensed  under  this  Act  at  any  time  by  condemnation 
proceedings  upon  payment  of  just  compensation  is  hereby 
expressly  reserved. 

Sec.  16.  That  when  in  the  opinion  of  the  President  of  the 
United  States,  evidenced  by  a  written  order  addressed  to  the 
holder  of  any  license  hereunder,  the  safety  of  the  United 
States  demands  it,  the  United  States  shall  have  the  right  to 
enter  upon  and  take  possession  of  any  project,  or  part  thereof, 
constructed,  maintained,  or  operated  under  said  license,  for 
the  purpose  of  manufacturing  nitrates,  explosives,  or  muni¬ 
tions  of  war,  or  for  any  other  purpose  involving  the  safety  of 
the  United  States,  to  retain  possession,  management,  and 
control  thereof  for  such  length  of  time  as  may  appear  to  the 
President  to  be  necessary  to  accomplish  said  purposes,  and 
then  to  restore  possession  and  control  to  the  party  or  parties 
entitled  thereto;  and  in  the  event  that  the  United  States  shall 
exercise  such  right  it  shall  pay  to  the  party  or  parties  entitled 
thereto  just  and  fair  compensation  for  the  use  of  said  property 
as  may  be  fixed  by  the  Commission  upon  the  basis  of  a  reason¬ 
able  profit  in  time  of  peace,  and  the  cost  of  restoring  said 
property  to  as  good  condition  as  existed  at  the  time  of  the 
taking  over  thereof,  less  the  reasonable  value  of  any  improve- 
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ments  that  may  be  made  thereto  by  the  United  States  and 
which  are  valuable  and  serviceable  to  the  licensee. 

Sec.  19.  That  as  a  condition  of  the  license,  every  licenses 
hereunder  which  is  a  public-service  corporation,  or  a  person, 
association,  or  corporation  owning  or  operating  any  project 
and  developing,  transmitting,  or  distributing  power  for  sale  or 
use  in  public  service,  shall  abide  by  such  reasonable  regulatioiji 
of  the  services  to  be  rendered  to  customers  or  consumers  of 
power,  and  of  rates  and  charges  of  payment  therefor,  as  may 
from  time  to  time  be  prescribed  by  any  duly  constituted 
agency  of  the  State  in  which  the  service  is  rendered  or  the  rate 
charged.  That  in  case  of  the  development,  transmission,  or 
distribution,  or  use  in  public  service  of  power  by  any  licensee 
hereunder  or  by  its  customer  engaged  in  public  service  within 
a  State  which  has  not  authorized  and  empowered  a  commis¬ 
sion  or  other  agency  or  agencies  within  said  State  to  regulate 
and  control  the  services  to  be  rendered  by  such  licensee  or  by 
its  customer  engaged  in  public  service,  or  the  rates  and  charges 
of  payment  therefor,  or  the  amount  or  character  of  securities; 
to  be  issued  by  any  of  said  parties,  it  is  agreed  as  a  condition 
of  such  license  that  jurisdiction  is  hereby  conferred  upon  the 
commission,  upon  complaint  of  any  person  aggrieved  or  upon 
its  own  initiative,  to  exercise  such  regulation  and  control  until 
such  time  as  the  State  shall  have  provided  a  commission  or 
other  authority  for  such  regulation  and  control:  Provided,  That 
the  jurisdiction  of  the  commission  shall  cease  and  determine 
as  to  each  specific  matter  of  regulation  and  control  prescribed 
in  this  section  as  soon  as  the  State  shall  have  provided  a  com¬ 
mission  or  other  authority  for  the  regulation  and  control  of 
that  specific  matter. 

Sec.  20.  That  when  said  power  or  any  part  thereof  shall  enter 
into  interstate  or  foreign  commerce  the  rates  charged  and  the 
service  rendered  by  any  such  licensee,  or  by  any  subsidiary  cor¬ 
poration,  the  stock  of  which  is  owned  or  controlled  directly  or 
indirectly  by  such  licensee,  or  by  any  person,  corporation,  or 
association  purchasing  power  from  such  licensee  for  sale  and 
distribution  or  use  in  public  service  shall  be  reasonable,  non- 
discriminatory,  and  just  to  the  customer  and  all  unreasonable 
discriminatory  and  unjust  rates  or  services  are  hereby  pro- 
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hibited  and  declared  to  be  unlawful;  and  whenever  any  of  the 
States  directly  concerned  has  not  provided  a  commission  or 
other  authority  to  enforce  the  requirements  of  this  section 
within  such  State  or  to  regulate  and  control  the  amount  and 
character  of  securities  to  be  issued  by  any  of  such  parties  or 
such  States  are  unable  to  agree  through  their  properly  con¬ 
stituted  authorities  on  the  services  to  be  rendered  or  on  the 
rates  or  charges  of  payment  therefor,  or  on  the  amount  or  char¬ 
acter  of  securities  to  be  issued  by  any  of  said  parties,  jurisdic¬ 
tion  is  hereby  conferred  upon  the  commission,  upon  complaint 
of  any  person  aggrieved,  upon  the  request  of  any  State  con¬ 
cerned,  or  upon  its  own  initiative  to  enforce  the  provisions  of 
this  section,  to  regulate  and  control  so  much  of  the  services 
rendered,  and  of  the  rates  and  charges  of  payment  therefor  as 
constitute  interstate  or  foreign  commerce  and  to  regulate  the 
issuance  of  securities  by  the  parties  included  within  this  sec¬ 
tion,  and  securities  issued  by  the  licensee  subject  to  such  regu¬ 
lations  shall  be  allowed  only  for  the  bona  fide  purpose  of 
financing  and  conducting  the  business  of  such  licensee. 

The  administration  of  the  provisions  of  this  section,  so  far 
as  applicable,  shall  be  according  to  the  procedure  and  practice 
in  fixing  and  regulating  the  rates,  charges,  and  practices  of 
railroad  companies  as  provided  in  the  Act  to  regulate  com¬ 
merce,  approved  February  4,  1887,  as  amended,  and  that  the 
parties  subject  to  such  regulation  shall  have  the  same  rights  of 
hearing,  defense,  and  review  as  said  companies  in  such  cases. 

In  any  valuation  of  the  property  of  any  licensee  hereunder 
for  purposes  of  rate  making,  no  value  shall  be  claimed  by  the 
licensee  or  allowed  by  the  commission  for  any  project  or  pro¬ 
jects  under  license  in  excess  of  the  value  or  values  prescribed 
in  section  14  hereof  for  the  purposes  of  purchase  by  the  United 
States,  but  there  shall  be  included  the  cost  to  such  licensee  of 
the  construction  of  the  lock  or  locks  or  other  aids  of  navigation 
and  all  other  capital  expenditures  required  by  the  United 
States,  and  no  value  shall  be  claimed  or  allowed  for  the  rights  . 
granted  by  the  commission  or  by  this  Act. 
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Past  II 


Regulation  of  Electric  Utility  Companies  Engaged  in 

Interstate  Commerce 

Declaration  of  Policy;  Application  of  Part;  Definitions 

Section  201.  (a)  It  is  hereby  declared  that  the  business 
of  transmitting  and  selling  electric  energy  for  ultimate  dis¬ 
tribution  to  the  public  is  affected  with  a  public  interest,  and 
that  Federal  regulation  of  matters  relating  to  generation  to  the 
extent  provided  in  this  Part  and  the  Part  next  following  and  of 
that  part  of  such  business  which  consists  of  the  transmission 
of  electric  energy  in  interstate  commerce  and  the  sale  of  such 
energy  at  wholesale  in  interstate  commerce  is  necessary  in  the 
public  interest,  such  Federal  regulation,  however,  to  extend 
only  to  those  matters  which  are  not  subject  to  regulation  by 
the  States. 

(b)  The  provisions  of  this  Part  shall  apply  to  the  transmis¬ 
sion  of  electric  energy  in  interstate  commerce  and  to  the  sale 
of  electric  energy  at  wholesale  in  interstate  commerce,  but  shall 
not  apply  to  any  other  sale  of  electric  energy  or  deprive  a  State 
or  State  commission  of  its  lawful  authority  now  exercised  over 
the  exportation  of  hydroelectric  energy  which  is  transmitted 
across  a  State  line.  The  Commission  shall  have  jurisdiction 
over  all  facilities  for  such  transmission  or  sale  of  electric  energy, 
but  shall  not  have  jurisdiction,  except  as  specifically  provided 
in  this  Part  and  the  Part  next  following,  over  facilities  used 
for  the  generation  of  electric  energy  or  over  facilities  used  in 
local  distribution  or  only  for  the  transmission  of  electric  energy 
in  intrastate  commerce,  or  over  facilities  for  the  transmission 
of  electric  energy  consumed  wholly  by  the  transmitter. 

(c)  For  the  purpose  of  this  Part,  electric  energy  shall  be 
held  to  be  transmitted  in  interstate  commerce  if  transmitted 
from  a  State  and  consumed  at  any  point  outside  thereof;  but 
only  insofar  as  such  transmission  takes  place  within  the  United 
States. 

(d)  The  term  “sale  of  electric  energy  at  wholesale”  when 
used  in  this  Part  means  a  sale  of  electric  energy  to  any  person 
for  resale. 
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(e)  The  term  “public  utility”  when  used  in  this  Part  or  in 
the  Part  next  following  means  any  person  who  owns  or  op¬ 
erates  facilities  subject  to  the  jurisdiction  of  the  Commission 
under  this  Part. 

***** 


Part  III 

Licensees  and  Public  Utilities;  Procedural  and  Administrative 

Provisions 

Accounts,  Records,  and  Memoranda 

Section  301.  (a)  Every  licensee  and  public  utility  shall 
make,  keep,  and  preserve  for  such  periods,  such  accounts,  rec¬ 
ords  of  cost-accounting  procedures,  correspondence,  memo¬ 
randa,  papers,  books,  and  other  records  as  the  Commission  may 
by  rules  and  regulations  prescribe  as  necessary  or  appropriate 
for  purposes  of  the  administration  of  this  Act,  including  ac¬ 
counts,  records,  and  memoranda  of  the  generation,  transmis¬ 
sion,  distribution,  delivery,  or  sale  of  electric  energy,  the  fur¬ 
nishing  of  services  or  facilities  in  connection  therewith,  and 
receipts  and  expenditures  with  respect  to  any  of  the  foregoing: 
Provided,  however,  That  nothing  in  this  Act  shall  relieve  any 
public  utility  from  keeping  any  accounts,  memoranda,  or  rec¬ 
ords  which  such  public  utility  may  be  required  to  keep  by  or 
under  authority  of  the  laws  of  any  State.  The  Commission 
may  prescribe  a  system  of  accounts  to  be  kept  by  licensees  and 
public  utilities  and  may  classify  such  licensees  and  public  util¬ 
ities  and  prescribe  a  system  of  accounts  for  each  class.  The 
Commission,  after  notice  and  opportunity  for  hearing,  may  de¬ 
termine  by  order  the  accounts  in  which  particular  outlays 
and  receipts  shall  be  entered,  charged,  or  credited.  The  bur¬ 
den  of  proof  to  justify  every  accounting  entry  questioned  by 
the  Commission  shall  be  on  the  person  making,  authorizing, 
or  requiring  such  entry,  and  the  Commission  may  suspend  a 
charge  or  credit  pending  submission  of  satisfactory  proof  in 
support  thereof. 

***** 
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Administrative  Powers  of  Commission;  Rules,  Regulations,  and  Orders 

Sec.  309.  The  Commission  shall  have  power  to  perform  any 
and  all  acts,  and  to  prescribe,  issue,  make,  amend,  and  rescind 
such  orders,  rules,  and  regulations  as  it  may  find  necessary  or 
appropriate  to  carry  out  the  provisions  of  this  Act.  Among 
other  things,  such  rules  and  regulations  may  define  accounting, 
technical,  and  trade  terms  used  in  this  Act;  and  may  prescribe 
the  form  or  forms  of  all  statements,  declarations,  applications, 
and  reports  to  be  filed  with  the  Commission,  the  information 
which  they  shall  contain,  and  the  time  within  which  they  shall 
be  filed.  Unless  a  different  date  is  specified  therein,  rules  and 
regulations  of  the  Commission  shall  be  effective  thirty  days 
after  publication  in  the  manner  which  the  Commission  shall 
prescribe.  Orders  of  the  Commission  shall  be  effective  on  the 
date  and  in  the  manner  which  the  Commission  shall  prescribe. 
For  the  purposes  of  its  rules  and  regulations,  the  Commission 
may  classify  persons  and  matters  within  its  jurisdiction  and 
prescribe  different  requirements  for  different  classes  of  persons 
or  matters.  All  rules  and  regulations  of  the  Commission  shall 
be  filed  with  its  secretary  and  shall  be  kept  open  in  convenient 
form  for  public  inspection  and  examination  during  reasonable 
business  hours. 

Rehearings;  Court  Review  of  Orders 

Sec.  313.  (a)  Any  person,  State,  municipality,  or  State  com¬ 
mission  aggrieved  by  an  order  issued  by  the  Commission  in  a 
proceeding  under  this  Act  to  which  such  person,  State,  munici¬ 
pality,  or  State  commission  is  a  party  may  apply  for  a  rehearing 
within  thirty  days  after  the  issuance  of  such  order.  The  appli¬ 
cation  for  rehearing  shall  set  forth  specifically  the  ground  or 
grounds  upon  which  such  application  is  based.  Upon  such  ap¬ 
plication  the  Commission  shall  have  power  to  grant  or  deny  re¬ 
hearing  or  to  abrogate  or  modify  its  order  without  further 
hearing.  Unless  the  Commission  acts  upon  the  application 
for  rehearing  within  thirty  days  after  it  is  filed,  such  applica¬ 
tion  may  be  deemed  to  have  been  denied.  No  proceeding  to 
review  any  order  of  the  Commission  shall  be  brought  by  any 


40 


person  unless  such  person  shall  have  made  application  to  the 
Commission  for  a  rehearing  thereon. 

(b)  Any  party  to  a  proceeding  under  this  Act  aggrieved  by 
an  order  issued  by  the  Commission  in  such  proceeding  may 
obtain  a  review  of  such  order  in  the  Circuit  Court  of  Appeals 
of  the  United  States  for  any  circuit  wherein  the  licensee  or 
public  utility  to  which  the  order  relates  is  located  or  has  its 
principal  place  of  business,  or  in  the  United  States  Court  of 
Appeals  for  the  District  of  Columbia,  by  filing  in  such  court, 
within  sixty  days  after  the  order  of  the  Commission  upon  the 
application  for  rehearing,  a  written  petition  praying  that  the 
order  of  the  Commission  be  modified  or  set  aside  in  whole  or 
in  part.  A  copy  of  such  petition  shall  forthwith  be  served 
upon  any  member  of  the  Commission  and  thereupon  the  Com¬ 
mission  shall  certify  and  file  with  the  court  a  transcript  of  the 
record' upon  which  the  order  complained  of  was  entered.  Upon 
the  filing  of  such  transcript,  such  court  shall  have  exclusive 
jurisdiction  to  affirm,  modify,  or  set  aside  such  order  in  whole 
or  in  part.  No  objection  to  the  order  of  the  Commission  shall 
be  considered  by  the  court  unless  such  objection  shall  have  been 
urged  before  the  Commission  in  the  application  for  rehearing 
unless  there  is  reasonable  ground  for  failure  so  to  do.  The 
finding  of  the  Commission  as  to  the  facts,  if  supported  by  sub¬ 
stantial  evidence,  shall  be  conclusive.  If  any  party  shall  apply 
to  the  court  for  leave  to  adduce  additional  evidence,  and  shall 
show  to  the  satisfaction  of  the  court,  that  such  additional  evi¬ 
dence  is  material  and  that  there  were  reasonable  grounds  for 
failure  to  adduce  such  evidence  in  the  proceedings  before  the 
Commission,  the  court  may  order  such  additional  evidence  to 
be  taken  before  the  Commission  and  to  be  adduced  upon  the 
hearing  in  such  manner  and  upon  such  terms  and  conditions  as 
to  the  court  may  seem  proper.  The  Commission  may  modify 
its  findings  as  to  the  facts  by  reason  of  the  additional  evidence 
so  taken,  and  it  shall  file  with  the  court  such  modified  or  new 
findings  which,  if  supported  by  substantial  evidence,  shall  be 
conclusive,  and  its  recommendation,  if  any,  for  the  modifica¬ 
tion  or  setting  aside  of  the  original  order.  The  judgment  and 
decree  of  the  court,  affirming,  modifying,  or  setting  aside,  in 
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whole  or  in  part,  any  such  order  of  the  Commission,  shall  be 
final,  subject  to  review  by  the  Supreme  Court  of  the  United 
States  upon  certiorari  or  certification  as  provided  in  sections 
239  and  240  of  the  Judicial  Code,  as  amended  (U.  S.  C.,  title 
28,  secs.  346  and  347). 

(c)  The  filing  of  an  application  for  rehearing  under  subsec¬ 
tion  (a)  shall  not,  unless  specifically  ordered  by  the  Commis¬ 
sion,  operate  as  a  stay  of  the  Commission's  order.  The 
commencement  of  proceedings  under  subsection  (b)  of  this  sec¬ 
tion  shall  not,  unless  specifically  ordered  by  the  court,  operate 
as  a  stay  of  the  Commission's  order. 

General  Forfeiture  Provision 

Sec.  315.  (a)  Any  licensee  or  public  utility  which  willfully 
fails,  within  the  time  prescribed  by  the  Commission,  to  comply 
with  any  order  of  the  Commission,  to  file  any  report  required 
under  this  Act  or  any  rule  or  regulation  of  the  Commission 
thereunder,  to  submit  any  information  or  document  required 
by  the  Commission  in  the  course  of  an  investigation  conducted 
under  this  Act,  or  to  appear  by  an  officer  or  agent  at  any  hearing 
or  investigation  in  response  to  a  subpena  issued  under  this  Act 
shall  forfeit  to  the  United  States  an  amount  not  exceeding 
$1,000  to  be  fixed  by  the  Commission  after  notice  and  oppor¬ 
tunity  for  hearing.  The  imposition  or  payment  of  any  such 
forfeiture  shall  not  bar  or  affect  any  penalty  prescribed  in  this 

Act  but  such  forfeiture  shall  be  in  addition  to  any  such  penalty. 

#  #  *  #  * 

General  Penalties;  Venue 

Sec.  316.  (a)  Any  person  who  willfully  and  knowingly  does 
or  causes  or  suffers  to  be  done  any  act,  matter,  or  thing  in  this 
Act  prohibited  or  declared  to  be  unlawful,  or  who  willfully  and 
knowingly  omits  or  fails  to  do  any  act,  matter,  or  thing  in  this 
Act  required  to  be  done,  or  willfully  and  knowingly  causes  or 
suffers  such  omission  or  failure,  shall,  upon  conviction  thereof, 
be  punished  by  a  fine  of  not  more  than  $5,000  or  by  imprison¬ 
ment  for  not  more  than  two  years,  or  both. 
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(b)  Any  person  who  willfully  and  knowingly  violates  any 
rule,  regulation,  restriction,  condition,  or  order  made  or  im¬ 
posed  by  the  Commission  under  authority  of  this  Act,  or  any 
rule  or  regulation  imposed  by  the  Secretary  of  War  under  au¬ 
thority  of  Part  I  of  this  Act  shall,  in  addition  to  any  other  pen¬ 
alties  provided  by  law,  be  punished  upon  conviction  thereof  by 
a  fine  of  not  exceeding  $500  for  each  and  every  day  during 
which  such  offense  occurs. 
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Company, 
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Company, 
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REPLY  BRIEF  FOR  PETITIONER. 

As  to  the  January  21,  1933  date  for  termination 
of  the  construction  period  in  view  of  the  effects  of  the 
depression. 

In  Point  I  of  its  Main  Brief,  Petitioner  makes  the  point 
that  in  completing  the  Rock  Island  Project,  as  it  did,  bn 
January  21,  1933,  the  date  of  completion  required  by  the 
License,  the  Petitioner,  when  the  overwhelming  effects  of 
the  depression  are  considered,  exercised  a  high  order  t>f 
due  diligence  and  no  earlier  date  should  be  taken  for  tentti- 
nation  of  the  construction  period  (Pet.  B.  19-25). 

Respondent  in  its  brief  takes  several  pages  to  develop 
the  fact  that  the  Petitioner  did,  as  a  pure  physical  mattir, 
slow  down  the  progress  of  installing  the  power  units  in  the 
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Rock  Island  plant  (Res.  B.  9-13).  The  Petitioner,  however, 
in  its  Main  Brief  (Pet.  B.  19)  frankly  admitted  that  fact. 

Consequently  the  issue  is  not  whether  there  was  a  delay, 
but  whether  or  not  the  delay  in  construction  for  the  short 
period  of  five  months  and  21  days  (or  from  August  1, 1932; 
the  date  of  completion  originally  scheduled,  to  January  21, 
1933,  the  date  of  actual  completion)  was  forced  on  the 
Petitioner  by  a  combination  of  physical  conditions  beyond 
the  control  of  the  Petitioner,  discussed  later  herein,  and  of 
justifiable  economic  causes  resulting  from  the  depression. 
With  reference  to  those  economic  causes,  as  of  December  1, 
1931,  about  the  time  the  Petitioner  decided  that  it  had  no 
alternative  except  to  slow  down  construction  on  account  of 
the  conditions  brought  about  by  the  depression,  it  had  al¬ 
ready  incurred  for  notes  given  directly  to  manufacturers  of 
equipment  for  the  Rock  Island  Project  and  to  banks  for 
money  borrowed  for  construction  purposes  $2,211,350.75 
(Pet.  App.  507).  That  indebtedness  had  increased  by  De¬ 
cember  31,  1932  by  over  $1,000,000  to  $3,227,713.78  (Pet. 
App.  507).  This  was  a  large  amount  of  floating  debt  for 
those  precarious  days  when  long  term  financing  was  an  im¬ 
possibility.  Not  only  could  this  indebtedness  not  then  be 
funded  on  a  long  term  basis,  but  the  evidence  shows  that  the 
Petitioner  down  to  the  time  Mr.  Kellogg  was  testifying  in 
respect  of  it  in  March,  1939,  had  not  even  then  been  able  to 
refund  it  through  the  issuance  of  securities  (Pet.  App.  77). 
Mr.  Kellogg’s  uncontroverted  testimony  with  respect  to  this 
indebtedness  was  that  at  the  time  it  was  incurred  “the 
Licensee  did  not  "know  and  could  not  know  whether  the 
depression  was  going  to  be  so  severe  that  it  might  never 
be  able  to  pay  the  obligations  given  and  the  bank  debt ” 
(Pet.  App.  79).  Under  these  circumstances  it  is  plain  that 
the  Petitioner  in  continuing  construction  as  it  did,  despite 
the  depression,  was  incurring  the  risk  of  bankruptcy.  What 
greater  test  of  due  diligence  in  constructing  a  project  could 
reasonably  be  required  of  any  Licensee! 

Some  point  is  made  by  Respondent  of  the  fact  that  in 
May,  1931,  the  petitioner  did  $16,000,000  of  bond  financing 
on  a  low  yield  basis,  and  could  have  financed  the  rest  of  the 
Rock  Island  Project  at  that  time  (Res.  B.  15).  The  Peti- 
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tioner  might  complete  that  thought  by  adding  that  it  could 
have  done  so  if  it  had  been  endowed  with  infallible  prophetic 
vision.  The  fact  is  that,  in  order  to  avoid  the  payment  <jf 
unnecessary  interest  on  its  debt,  it  is  not  the  custom  of  pub¬ 
lic  utilities  to  gamble  on  the  future  cost  of  money  by  financ¬ 
ing  with  long  term  debt  in  advance  of  its  requirement^. 
Based  on  hindsight  it  would  undoubtedly  have  been  better 
for  the  Petitioner  in  May,  1931,  to  have  raised  sufficient 
money  to  complete  the  construction  of  the  Rock  Island 
Project.  At  that  time,  however,  in  the  thinking  of  govern¬ 
ment  officials  and  in  the  minds  of  the  public  generally  “  pros¬ 
perity  was  just  around  the  corner”.  It  developed  that  that 
was  not  the  fact ;  the  record  in  this  case  shows,  on  the  con¬ 
trary,  that  by  November,  1931,  the  theory  that  “recovery 
was  just  around  the  corner”  was  definitely  shattered  (Kel¬ 
logg,  Pet.  App.  76).  Under  these  circumstances,  we  do  not 
see  how,  fairly,  any  blame  can  be  attached  to  the  Petitioner 
for  not  having  earlier  financed  the  Rock  Island  Project. 

If  the  Commission  had  applied  in  this  case  the  reason¬ 
ing  which  it  applied  in  the  case  of  Florida  Power  Corpora¬ 
tion,  Licensee,  1  F.  P.  C.  390,  it  would  have  allowed  a  con¬ 
struction  period  terminating  on  January  21,  1933.  In  its 
opinion  in  that  case  the  Commission  said  (p.  403) : 

“(2)  The  date  the  project  became  available  for 
commercial  operation. — The  construction  contract 
entered  into  on  March  10,  1926,  provided  for  the 
completion  of  construction  within  18  months  after 
construction  commenced.  On  June  20,  1927,  the  con¬ 
struction  contract  was  revised  by  extending  the  time 
for  the  completion  of  construction  to  July  1,  1929, 
but  restricted  the  contractor  to  an  expenditure  of  net 
more  than  $28,000  monthly.  Hardaway,  the  con¬ 
struction  contractor,  testified  that  construction  pro¬ 
ceeded  as  rapidly  as  funds  were  made  available  and 
terminated  on  May  24,  1930. 

The  record  shows  that ,  due  to  the  economic  condi¬ 
tions  prevailing  at  the  time,  considerable  difficulty 
was  encountered  in  securing  the  necessary  funds  for 
construction  purposes.  The  Commission  has  for¬ 
merly  held  that  it  would  take  judicial  notice  of 
extraordinary  economic  conditions  arising  during  the 
period  of  construction.  See  In  the  matter  of  Empire 
District  Electric  Co.,  ante,  page  15. 
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The  record  in  the  instant  case  shows  that  con¬ 
tinuity  of  construction  was  prosecuted  with  reason¬ 
able  diligence  under  the  then  existing  economic  con¬ 
ditions.  The  record  also  shows  that  unit  no.  3  was 
placed  in  operation  on  September  23,  1929 ;  unit  no. 
1,  October  22,  1929;  and  unit  no.  2,  November  23, 
1929.  Based  upon  a  report  from  the  United  States 
engineer  made  pursuant  to  a  request  of  the  Commis¬ 
sion,  the  chairman  of  the  Commission,  in  a  letter  to 
the  licensee  dated  January  7,  1933,  agreed  that 
February  1,  1930,  would  be  accepted  as  the  approxi¬ 
mate  date  upon  which  commercial  operation  began. 

After  careful  consideration  of  all  the  evidence  in 
the  record  upon  this  question,  the  Commission  finds 
that  commercial  operation  began  February  1,  1930, 
and  interest  during  construction  will  be  allowed  to 
and  including  January  31,  1930.”  (Emphasis  sup¬ 
plied.) 

In  that  case,  as  in  this,  the  record  shows  “that  con¬ 
tinuity  of  construction  was  prosecuted  with  reasonable  dili¬ 
gence  under  the  then  existing  economic  conditions.”  In 
this  case,  however,  instead  of  giving  weight  to  the  economic 
conditions  caused  by  the  depression  which  bore  so  heavily 
on  the  Petitioner,  the  Commission  entirely  ignored  such 
conditions.  It  has  here  found  for  the  termination  of  the 
construction  period  July  31,  1932,  which  was  the  date  orig¬ 
inally  planned  for  completion  of  construction  before  the 
depression  began  (Anthony,  Pet.  App.  59;  Kellogg,  Pet. 
App.  71).  Thus  it  is  clearly  true  as  Petitioner  stated  in 
its  Main  Brief  (Pet.  B.  23)  that  so  far  as  the  effects  of  the 
depression  are  concerned,  the  Commission  has  decided  the 
case  as  though  the  Project  were  constructed  in  a  vacuum. 

The  Respondent  also  makes  the  point  that  approxi¬ 
mately  90%  of  the  total  expenditures  on  the  Project,  includ¬ 
ing  interest,  had  been  made  by  December  8,  1931,  when 
Petitioner  gave  directions  for  slowing  dowm  the  work. 
What  Respondent  fails  to  point  out,  however,  is  that  in 
order  to  bring  the  Project  to  that  condition  at  that  time, 
as  above  stated,  the  Petitioner  had  been  required  to  incur 
short  term  indebtedness  of  $2,211,350.75  which  had  by 
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December  31,  1932  increased  to  $3,227,713.78  (Pet.  App. 
507). 

As  Petitioner  shows  in  its  Main  Brief,  the  Commission 
was  required  by  law  to  allow  interest  during  construction 
(Pet.  B.  16-17).  This  imposed  on  the  Commission  the  dut^ 
to  determine  when,  under  all  the  circumstances  which  ob¬ 
viously  included  the  effects  of  the  depression,  the  Project 
could  have  been  completed  and  ready  for  commercial  oper¬ 
ation  in  the  exercise  of  due  diligence.  And  this,  by  law, 
should  have  been  decided  by  the  Commission  on  the  basis 
of  the  record  made  in  the  case  and  its  conclusion  supported 
by  substantial  evidence.  Under  these  conditions  the  deter¬ 
mination  of  the  amount  of  interest  during  construction  to 
be  allowed  by  the  Commission  does  not,  as  Respondent 
attempts  to  argue  (Res.  B.  18)  involve  discretion.  All  of 
the  evidence  in  this  case  on  the  effect  of  the  depression 
shows  that  the  Petitioner  under  the  economic  conditions  it 
faced,  exercised  a  high  order  of  due  diligence  in  complet¬ 
ing  the  Project  on  January  21, 1933.  In  failing  to  find  that 
date  as  the  termination  date  of  the  period  of  construc¬ 
tion,  the  Commission  erred  as  a  matter  of  law.  Its  finding 
of  July  31,  1932  as  such  termination  date  should  be  re¬ 
versed  with  instructions,  in  view  of  the  then  prevailing 
economic  conditions,  to  find  January  21,  1933  as  the  coi- 
struction  period  termination  date. 

As  to  the  November  15,  1932  date  for  termination 
of  the  construction  period  if  the  effects  of  the  depres¬ 
sion  are  to  be  disregarded. 

In  Point  II  of  its  Main  Brief  Petitioner  makes  the  poipt 
that  the  project  could  not  have  been  completed  in  any  eveijt 
prior  to  November  15,  1932  even  though  there  had  been  n(> 
delay  due  to  the  depression ;  and  that  there  is  in  the  record 
no  substantial  evidence  to  the  contrary.  Apparently  to 
meet  this  point  Respondent  states  that  by  December  1, 1931 
“Units  1  and  2  were  available  for  load”  and  that,  therefore, 
the  Petitioner  had  eight  months  for  testing  those  units  even 
on  the  assumption  that  August  1, 1932  be  taken  as  the  end  of 
the  construction  period  (Res.  B.  17). 
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This  line  of  reasoning  by  the  Respondent  ignores 
entirely  the  nncontroverted  evidence  that  it  was  not  nntil 
December  21  and  22, 1931  that  the  water-hammer  developed 
to  snch  an  extent  as  to  make  it  unwise  to  operate  under 
those  conditions  (Newberry,  Pet.  App.  96;  Anthony,  Pet. 
App.  137 ;  Logan,  Pet.  App.  202) ;  that  tests  for  the  cor¬ 
rection  of  the  water-hammer  could  not  be  made  on  account 
of  head  conditions  until  February  17,  1932  (Newberry,  Pet. 
App.  97 ;  Logan,  Pet.  App.  204) ;  and  that  it  was  only  during 
those  tests  that  the  defect  involving  the  wicket  gate  oper¬ 
ating  mechanism  developed  (Newberry,  Pet.  App.  97; 
Anthony,  Pet.  App.  137-139;  Logan,  Pet.  App.  204);  and 
that  also,  in  addition,  the  units  had  the  defect  in  the  shaft 
sleeves  which  the  only  witness  for  the  Commission  who 
testified  on  the  subject,  Mr.  Logan,  admitted  was  a  defect 
in  design  (Logan,  Pet.  App.  195)  and  the  design  was  a 
responsibility  of  the  manufacturer,  and  not  of  the  Petitioner 
(Pet.  App.  129) ;  and  that ,  even  if  there  had  been  no  delay 
due  to  the  depression  these  defects  could  not  have  been 
remedied  before  November  15,  1932.  That  was  the 
unequivocal  testimony  of  all  of  the  engineering  witnesses 
who  testified  on  the  subject  (Newberry,  Pet.  App.  95, 
102-103 ;  Anthony,  Pet.  App.  132, 140 ;  and  Logan,  Pet.  App. 
207,  208,  209) ;  and  there  is  no  evidence  in  this  record  to 
the  contrary,  substantial  or  otherwise. 

Mr.  Logan,  the  only  witness  for  the  Commission  who 
testified  on  the  subject,  after  testifying  with  respect  to  the 
length  of  time  it  would  take  to  remedy  the  water-hammer 
and  the  defect  in  the  wicket  gate  mechanism,  testified  with 
respect  to  remedying  the  shaft  sleeve  defect  as  follows 
(Logan,  Pet.  App.  195) : 

“Q.  Yes,  shaft  sleeves.  *  *  *  Now,  don’t  you  think 
fairly  that  it  appears  that  that  was  an  error  of 
design?  A.  Yes,  I  am  inclined  to  think  that  was  an 
error  of  design. 

Q.  •  •  •  Now,  did  you  hear  Mr.  Anthony’s  testi¬ 
mony  in  connection  with  the  remedy  of  the  defect  on 
that  sleeve?  A.  I  did. 

Q.  And  did  you  think  it  could  have  been  done 
fairly  short  of  two  and  a  half  months?  A.  I  think 
that  was  Mr.  Newberry’s  testimony. 
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Q.  Well,  either  Mr.  Anthony  or  Mr.  Newberry? 
A.  Yes. 

Q.  Never  mind —  A.  Yes.  It  would  take  approxi¬ 
mately  that  length  of  time. 

Q.  And  if  you  add  to  the  September  1  date  to  fix 
the  governor  oil  pressure  system  two  months  and 
half  to  fix  the  defect  in  design  of  the  sleeve  bearing, 
you  would  get  to  November  15, 1932,  would  you  not? 
A.  That  is  correct.”  (Emphasis  supplied.) 

Furthermore,  Mr.  Logan  when  asked  the  over-all  ques¬ 
tion  as  to  whether  he  could  have  brought  Units  1,  2,  3  and  4 
into  condition  for  dependable  commercial  operation  so  that 
they  could  render  the  service  for  which  they  were  designed 
prior  to  November  15,  1932,  answered  “No”  with  a  mean¬ 
ingless  qualification  fully  discussed  (Pet.  B.  35)  in  Peii- 
tioner’s  Main  Brief  (Logan,  Pet.  App.  207). 

Respondent  refers  to  a  “gratuitous  assumption’ ’  of 
Petitioner  that  in  the  month’s  test  period  following  tijie 
correction  of  the  water-hammer  and  of  the  defect  in 
wicket  gate  mechanism,  the  defect  in  the  shaft  sleeve  wot 
have  been  discovered  (Res.  B.  17).  An  examination  of  tl 
record  shows  that  this  was  neither  gratuitous  nor 
assumption  but  the  judgment  of  all  three  of  the  engineei 
who  testified  on  the  subject  including  Witness  Logan,  wi 
testified  as  the  engineer  for  the  Commission  (Newberry, 
Pet.  App.  99-100 ;  Anthony,  Pet.  App.  140 ;  Logan,  Pet.  App. 

195).  r 

Respondent  makes  the  unqualified  statement  “More¬ 
over,  Units  3  and  4  admittedly  could  have  been  completed 
in  April,  1932”  (Res.  B.  17),  citing  as  authority  for  the 
statement  Pet.  App.  139.  The  quoted  statement  is  taken 
from  the  testimony  of  H.  F.  Anthony,  the  Project  Manager, 
and  when  the  statement  is  placed  in  its  context,  it  appears 
to  be  even  worse  than  a  half  truth.  The  entire  statement  is 
as  follows  (Pet.  App.  139) : 

“It  is  quite  probable  that  the  actual  work  of 
installation  of  Units  3  and  4,  had  the  work  been 
started  about  November  1,  1931,  could  have  been 
completed  during  April,  1932.  Therefore,  to  answer 
your  question  directly,  even  if  this  program  had 
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been  followed,  however,  the  troubles  which  devel¬ 
oped  on  Units  1  and  2  comprising  the  water  hammer 
in  the  water  wheel  installation,  the  question  of  insuf¬ 
ficient  power  in  the  wicket  gate  operating  mechanism 
to  operate  these  gates  satisfactorily  and  the  replace¬ 
ment  of  the  shaft  sleeves  at  the  lignum  vitae  bearing 
would  have  developed  in  Units  3  and  4  and  their 
correction  would  have  prevented  the  bringing  of  these 
Units  3  and  4  into  dependable  commercial  operation 
prior  to  November  15, 1932”.  (Emphasis  supplied.) 

When  the  entire  thought  is  read,  it  is  not  evidence  at  all 
for  the  statement  quoted ;  rather  it  is  clear  and  direct  testi¬ 
mony  that  Units  3  and  4  (the  last  of  the  units  to  be  installed) 
could  not  have  been  completed  before  November  15,  1932. 

'  It  is  pointed  out  that  none  of  the  statements  made  in 
communications  which  passed  between  the  contractor’s 
Representative  on  the  project  and  the  contractor  are  any 
evidence  to  the  effect  that  the  power  units  could  have  been 
completed  and  ready  for  dependable  operation  prior  to 
November  15,  1932.  Those  letters  were  dated  respectively 
April  21, 1931,  April  28, 1931,  May  16, 1931,  June  9, 1931  and 
June  11, 1931  (Res.  B.  9-11).  The  reason  those  communica¬ 
tions  can  have  no  evidentiary  bearing  on  the  date  of  comple¬ 
tion  of  the  power  units,  is  that  the  water-hammer,  which  was 
the  first  of  the  three  serious  defects  to  be  discovered,  was 
not  discovered  until  December  21  and  22, 1931  whereas  the 
last  of  these  communications  was  dated  June  11,  1931. 
Nothing  could  be  clearer,  therefore,  than  the  fact  that  the 
writers  of  those  communications  were  speaking  without 
'knowledge  of  the  three  serious  defects  in  the  design  of  the 
units  which  were  later  discovered.  What  they  may  have 
thought  as  to  the  date  of  completion  of  the  power  units  on 
the  false  assumption  (which  they  all  were  obviously  making) 
that  those  three  defects  did  not  exist,  can  logically  have  no 
bearing  whatsoever  on  the  question  when  the  units  could 
have  been  completed  after  such  discovery. 

That  the  time  of  the  first  discovery  of  the  water-hammer 
was  December  21  and  22,  1931  and  that  this  was  the  first 
of  the  three  defects  to  be  discovered  cannot  be  denied.  All 
of  the  engineering  witnesses  so  testified.  Mr.  Newberry’s 
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testimony  on  the  subject  was  that  it  was  not  until  the  tests 
made  on  December  21  and  22, 1931,  under  full  32  foot  head 
conditions  that  the  water-hammer  “was  definitely  estab¬ 
lished  as  caused  by  some  condition  inherent  in  the  turbine 
itself  and  the  matter  was  referred  to  the  manufacturers” 
(Newberry,  Pet.  App.  96).  Mr.  Anthony’s  testimony  on  the 
subject  was  that  “During  these  tests  (held  on  December 
21  and  22,  1931)  it  was  noted  that  the  water  hammer  in  the 
draft  tube,  which  had  previously  been  noted,  was  more 
pronounced  and  the  manufacturer  was  at  once  notified  s4 
that  this  situation  could  be  studied”  (Pet.  App.  137).  Th^ 
reference  to  the  water  hammer  having  been  previously 
noted  refers  to  the  fact  that  in  operation  under  low  head 
conditions,  a  slight  water  hammer  had  been  observed,  bui; 
at  that  time  it  was  believed  to  have  been  caused  by  the 
distorted  head  conditions ;  and  it  was  then  believed  that  the 
water  hammer  would  cease  when  there  was  a  32-foot  head 
(Anthony,  Pet.  App.  226).  The  testimony  of  Mr.  Logan  in 
testifying  for  the  Commission,  the  only  other  witness  to 
testify  on  the  subject,  was  to  the  effect  that  at  the  December, 
1931  test  under  full  head  conditions,  it  was  for  the  firsi; 
time  definitely  established  that  the  water  hammer  was 
caused  by  a  condition  inherent  in  the  turbine  itself  (Logan, 
Pet.  App.  202). 

Other  evidence  discussed  in  detail  in  Petitioner’s  Main 
Brief  (Pet.  B.  31-34)  shows  that  the  defect  in  the  wicken 
gate  mechanism  and  the  shaft  sleeve  at  the  lignum  vitae 
bearing  were  discovered  even  later. 

Thus  it  is  established  beyond  a  doubt  that  the  writers 
of  the  communications  dated  between  April  21,  1931  and 
June  11,  1931,  could  have  had  no  knowledge  of  the  thre^ 
serious  defects  in  power  unit  design  and  that  any  state¬ 
ments  as  to  completion  dates  which  they  made  have  no  evi  - 
dentiary  force  on  the  November  15,  1932  termination  date 
since  it  was  those  defects  (of  which  they  were  ignorant] 
which  it  would  have  taken  until  November  15,  1932  to 
remedy.  ' 

Petitioner  asserts  again,  as  it  asserted  in  its  Main  Briery 
that  if  January  21, 1933  is  not  to  be  taken  as  the  end  of  the 


10 


construction  period  on  account  of  the  effects  of  the  de¬ 
pression,  then  no  earlier  date  than  November  15,  1932  can 
possibly  be  taken  for  such  termination  date  if  the  substan¬ 
tial  and  uncontroverted  evidence  in  the  record  is  followed. 
There  is  not  in  the  record  any  evidence  to  the  contrary,  let 
alone  any  substantial  evidence  which  the  statute  requires. 
The  finding  of  the  Commission,  therefore,  that  July  31, 
1932  be  taken  as  the  end  of  the  construction  period,  even  if 
the  effects  of  the  depression  are  to  be  ignored,  is  not  sup¬ 
ported  by  any  evidence ;  and  that  finding  of  the  Commission 
must  be  set  aside ;  and,  if  the  effects  of  the  depression  are 
to  be  ignored,  a  finding  of  the  termination  date  of  Novem¬ 
ber  15,  1932  should  be  directed. 

As  to  the  Disallowed  Overheads. 

i  Lybrand,  Ross  Bros.  &  Montgomery  who  were  employed 
by  the  Petitioner  as  expert  accountants  to  determine  the 
actual  cost  of  rendering  service  to  the  Project  by  Stone  & 
Webster  Engineering  Corporation  and  Stone  &  Webster 
Service  Corporation  were  instructed  to  find  the  actual  cost 
of  such  services  “and  the  actual  and  necessary  overheads 
associated  therewith’ ’  (Pet.  App.  281-285).  Such  auditors 
made  their  study,  determined  such  cost  and  the  over¬ 
heads  associated  therewith,  made  their  reports  thereon 
Licensee’s  Exhibits  BB  and  CC,  Pet.  App.  508  and  520)  and 
C.  B.  Taylor,  a  member  of  said  firm,  gave  evidence  in  sup¬ 
port  thereof. 

i  It  is  true  that  the  Commission  requested  an  accountant 
member  of  its  staff,  one  Andrew  W.  Wilcox,  to  make  a 
similar  study  of  these  costs.  His  own  evidence,  however, 
adduced  on  cross  examination,  shows  beyond  a  doubt,  that 
the  examination  which  was  the  basis  of  his  testimony  was 
sketchy  and  that  the  recommendations  which  he  made  were 
not  worthy  of  reliance.  He  unqualifiedly  admitted  this  on 
cross  examination.  He  attempted  to  excuse  those  results  on 
the  ground  solely  of  lack  of  time.  When  asked  on  cross 
examination  whether  at  the  time  of  his  examination  or  when 
he  was  testifying  he  had  “sufficient  information  about  the 


various  items  that  you  have  eliminated  to  be  able  to  recom 
mend  (such  eliminations)  to  the  Commission”,  his  answer 
was  an  unqualified  “No”  with  the  attempted  excuse  men¬ 
tioned  (Pet.  App.  386-387). 

Mr.  Wilcox  expressly  testified  that  he  had  made  his 
report  without  having  made  a  “full  examination”  (Petl 
App.  355),  and  that  if  he  had  it  to  do  over  again  he  “would 
insist  upon  making  a  complete  examination  before  preparj 
ing  a  report  and  making  the  recommendations”  (Pet.  App 
356). 


Under  these  circumstances  the  evidence  of  Mr.  Wilcox 
for  the  Commission  as  to  the  costs  in  question  certainly 
cannot  be  taken  as  “substantial”  evidence  which  can  under 
the  Federal  Power  Act  support  a  finding  of  the  Commis¬ 
sion,  and  this  Court  must,  it  seems  to  the  Petitioner,  en¬ 
tirely  disregard  such  evidence.  On  the  test  applied  to  a. 
similar  statute  by  the  Supreme  Court  in  Consolidated 
Edison  Co.  v.  N.  L.  R.  B.  (1938),  305  U.  S.  197  at  page  229, 
it  is  not  “evidence  which  a  reasonable  mind  might  accept; 
as  adequate  to  support  a  conclusion”.  How  could  a  reason  ¬ 
able  mind  accept  as  adequate  to  support  a  conclusion  evi  ¬ 
dence  of  a  witness  who  admits  that  the  examination  or. 
which  his  evidence  was  based  was  inadequate  for  such  a 
purpose?  Yet  that  is  precisely  what  the  Witness  Wilcox 
admitted. 

Since,  therefore,  the  only  substantial  evidence  in  the 
record  as  to  those  costs  and  the  actual  and  necessary  over! 
heads  associated  therewith  is  the  Lybrand,  Ross  Bros.  & 
Montgomery  reports  above  mentioned  and  the  testimony 
of  C.  B.  Taylor  in  support  thereof,  it  would  seem  that  that 
evidence  must  be  accepted,  in  deciding  this  case,  as  the  only 
substantial  evidence  on  the  subject.  The  burden  which 
Respondent  says  rests  on  the  Petitioner  to  prove  the  cost$ 
and  associated  overheads,  could  hardly  have  been  more 
adequately  met  than  was  done  in  this  case  by  the  Petitioner 
when  it  retained  the  eminent  firm  of  independent  account¬ 
ants  of  Lybrand,  Ross  Bros.  &  Montgomery  to  make  the 
study  and  reports,  introduced  those  reports  into  evidence 
and  supported  them  in  detail  by  the  evidence  of  a  member 
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of  such  firm.  The  intimation  by  Respondent  (Res.  B.  20) 
that  that  procedure  does  not  meet  the  Petitioner’s  burden 
of  proof  is  entirely  without  foundation.  Also,  the  Respond¬ 
ent ’s  intimation  that  the  auditors  were  not  fully  advised 
as  to  the  requirements  of  the  Commission  with  respect  to 
such  overheads  (Res.  B.  20)  is  baseless.  A  glance  at  the 
letters  of  instruction  given  to  the  auditors  before  they 
1  started  their  work,  shows  that  the  auditors  were  specifically 
directed  to  determine  in  each  instance  “the  cost  and  the 
!  actual  and  necessary  overhead  expenditures  associated 
1  therewith”  (Pet.  App.  281-285),  which,  as  shown  by  pre- 
1  viously  decided  cases  of  the  Commission  on  the  subject, 

1  was  the  established  rule  of  the  Commission. 

The  Petitioner,  as  it  well  might  have  done,  did  not  rely 
solely  on  the  report  of  the  auditors,  but  introduced,  through 
i  Mr.  Taylor,  evidence  as  to  each  of  the  items  of  overhead 
!  disallowed  by  the  Commission  as  to  why  he  included  them 
in  his  report  as  “necessary  and  associated  overheads”. 
His  testimony  generally  was  to  the  effect  that  the  over- 
'  heads  disallowed  were  either  a  direct  benefit  to  the  Rock 
1  Island  Project  or  had  the  effect  of  reducing  the  cost  of 
'  the  Project.  That  would  seem  to  be  the  method  by  which 
necessity  and  association  must  be  determined.  Each  group 
'  of  the  disallowed  overheads  is  discussed  below. 

Contingent  Salaries. 

The  details  with  respect  to  these  contingent  salaries 
are  given  in  Petitioner’s  Main  Brief  (Pet.  B.  38-42),  and 
will  not  be  repeated  here.  Stone  &  Webster  Engineering 
!  Corporation,  of  which  19  officers  and  103  employees,  or  a 
total  of  122,  received  the  contingent  salaries,  is  an  engineer¬ 
ing  and  construction  firm  doing  a  large  business.  The  rec¬ 
ord  shows  that  only  30%  of  that  business  was  done  for 
affiliates,  as  was  the  case  here.  Its  work  is  of  such  a  nature 
that  a  large  staff  of  skilled  and  able  men  is  necessary.  No 
1  question  can  be  raised  here  that  that  staff  was  working  on 
the  Rock  Island  Project  along  with  the  other  work  which 
was  going  on  at  that  time.  That  compensation  paid  to  a 
staff  working  on  a  particular  job,  among  others,  benefits 
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that  job  cannot  reasonably  be  questioned.  Even  Mr.  Wilcox 
admitted  that  the  payment  of  the  contingent  salaries  was 
of  some  benefit  to  the  admitted  efficiency  with  which  f 
Rock  Island  Project  was  carried  on,  but  said  “I  could  n< 
say  how  much”  (Pet.  App.  373).  Perhaps  if  he  had  take 
the  necessary  time  (which  he  admits  he  did  not;  Pet.  Ap 
386-387)  he  could  have  made  an  estimate  even  of  tha  ;. 
Certainly  Petitioner  should  not  be  penalized  because  a 
member  of  the  Commission  staff  did  not  take  or  have  suffi¬ 
cient  time  to  do  thorough  work.  On  cross  examination  Mr. 
Wilcox  frankly  admitted  that  there  were  a  lot  of  facts  about 
the  contingent  salary  item  that  he  did  not  know  and  that 
he  knew  he  did  not  know  them  when  he  made  his  recommen¬ 
dation  of  elimination  (Pet.  App.  359). 

In  respect  of  these  contingent  salaries,  the  Respondent 
is  evidently  troubled  by  the  recent  decision  of  the  Fiftl|i 
Circuit  Court  in  Alabama  Power  Company  v.  Federal  Powe f 
Commission ,  March  11,  1943  (not  yet  officially  reported) 
Respondent  attempts  to  explain  away  the  effect  of  that  case 
by  saying  that  the  contingent  salaries  here  involved  were 
“totally  unlike  the  Christmas  bonus  involved  in”  that  case 
(Res.  B.  21).  When  the  facts  in  this  case  and  in  that  arq 
critically  examined,  the  attempt  wholly  fails. 

In  that  case  the  Fifth  Circuit  Court  said : 


“We  are  of  opinion  that  bonuses  regularly  paid 
to  employees  in  general  at  the  end  of  the  year  are] 
though  voluntary,  in  aim  and  effect  additional  wages, 
and  ought  to  be  allowed  as  such.  These  were  not 
bonuses  paid  to  the  officials,  such  as  sometimes  are 
paid  to  reduce  apparent  profits  for  income  tax  rea¬ 
sons,  nor  were  they  windfall  gratuities,  but  were  paid 
each  year  for  seven  or  eight  years,  and  were  expected 
by  the  workers.  Such  a  bonus  policy  is  often  con¬ 
sidered  good  business  as  tending  to  satisfy  employees 
with  their  wages,  and  as  an  incentive  to  greater  effort. 
For  tax  purposes  they  are  earned  income  of,  and 
not  gifts  to  the  employees,  Bass  vs.  Hawley ,  62  Fed. 
(2)  721.  These  were  paid  for  labor,  and  not  from 
philanthropy,  and  ought  to  be  included  with  the  wages 
they  supplemented,  as  construction  costs.” 
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The  fact  is  that  that  case  instead  of  being  “totally 
unlike”  this  case  is  almost  an  exact  parallel  to  it.  Here 
as  there,  the  contingent  salaries  were  paid  regularly  to 
employees  at  the  end  of  the  year.  Here  as  there,  the  pay¬ 
ments  were  “in  aim  and  effect  additional  wages”;  Mr. 
Taylor  testified  that  the  payments  were  “a  very  distinct 
salary,  an  additional  compensation”  (Pet.  App.  270).  Here 
'as  there,  the  payments  were  not  made  to  reduce  apparent 
profits  for  income  tax  purposes;  this  is  necessarily  so  for 
the  officers  and  employees  to  whom  the  payments  were  made 
were  not  stockholders  of  the  corporation :  “Stone  &  Webster 
Engineering  Corporation  took  over  the  engineering  and 
construction  business  of  Stone  &  Webster,  Inc.  as  of  July  1, 
1928  for  which  purpose  it  was  created  as  a  subsidiary  of 
the  latter”  (Pet.  App.  430,  431) ;  and  at  the  time  involved, 
90%  of  the  stock  of  the  Engineering  Corporation  was  owned 
by  Stone  &  Webster,  Inc.,  and  10%  by  an  “outside  interest” 
i  (Pet.  App.  347).  Here  as  there,  they  were  not  windfall 
gratuities  but  had  been  paid  each  year  for  many  years  (Pet. 
App.  357),  and,  accordingly,  “were  expected  by  the 
workers”.  Here  as  there,  they  were  for  tax  purposes  earned 
income  of,  and  not  gifts  to,  the  employees  and  the  payments 
made  to  the  employees  were  allowed  by  the  Federal  govern¬ 
ment  as  expense  deductions  of  the  Engineering  Corporation 
in  determining  its  net  income  subject  to  income  taxes  (Pet. 
App.  271).  Here  as  there,  they  were  considered  good  busi¬ 
ness  as  tending  to  satisfy  employees  with  their  wages  and 
as  an  incentive  to  greater  effort ;  even  Mr.  Wilcox  admitted 
that  sound  business  judgment  had  been  exercised  in  author¬ 
izing  the  expenditures  (Pet.  App.  373).  Here  as  there,  they 
“were  paid  for  labor  and  not  from  philanthropy  and  ought 
to  be  included  with  the  wages  they  supplemented  as  con¬ 
struction  costs.” 

So  instead  of  being  “totally  unlike”  the  payments 
involved  in  the  Alabama  case,  they  are  almost  totally  simi¬ 
lar.  In  fact  there  is  only  one  difference  and  that  is  favorable 
•  to  this  case.  In  this  case,  purely  as  a  matter  of  machinery 
1  for  determining  the  amount  of  the  additional  salaries  to  be 
paid,  they  are  measured  by  net  income  of  the  corporation. 
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Judging  that  method  of  determination  in  the  light  of  its 
effect  on  the  efficiency  of  the  recipients  of  the  additional 
compensation,  there  can  be  no  question  but  that  it  would 
tend  to  increase  that  efficiency,  since  the  greater  the  effi¬ 
ciency,  the  greater  the  amount  of  net  earnings  available 
for  distribution.  That  a  payment  so  measured  would  make 
the  employees  work  harder  and  more  efficiently  there  can  be 
no  question.  From  the  standpoint  of  the  benefit  to  the 
Rock  Island  Project,  therefore,  the  plan  used  in  this  case 
was  of  more  benefit  to  that  Project  than  would  have  been 
lump  sum  payment  of  fixed  amount  which  the  employee^ 
knew  they  were  going  to  receive  in  any  event.  This  makes  i^; 
even  clearer  that  the  contingent  salaries  here  should 
allowed  as  part  of  the  cost  than  in  the  Alabama  case. 

Investigation  and  New  Business  Expense. 

Respondent  in  arguing  as  it  does  (Res.  B.  23)  that  in¬ 
vestigation  and  new  business  expense  were  not  necessary 
and  associated  overheads  because,  the  “Contractor,  by  reaJ 
son  of  the  affiliation  was  assured  of  petitioner’s  business”,! 
overlooks  the  vital  fact,  testified  to  on  this  record,  that  a 
large  volume  of  business  had  the  direct  effect  of  reducing 
the  cost  of  constructing  the  Rock  Island  Project.  If  that 
is  true,  there  can  be  no  question  but  that  this  new  business 
expense  was  a  necessary  and  associated  overhead.  Here 
is  the  proof.  Mr.  Taylor  testified  with  reference  to  this 
item  (Pet.  App.  273,  274) : 

“In  this  case,  as  I  have  stated,  70  per  cent  of  the 
business  during  this  period  was  from  outside  clients, 
and  I  think  it  is  an  important  factor  to  be  considered 
here  as  it  has  a  bearing  on  these  expenses.  A  greater 
volume  of  business  within  reasonable  limits  means 
the  overhead  is  kept  down  also  within  reasonable 
limits.”  (Emphasis  supplied.) 

To  make  the  point  clear  let  us  take  an  extreme  case. 
Suppose  at  the  time  the  construction  of  the  Rock  Island 
Project  was  undertaken,  it  was  the  only  job  the  Engineer¬ 
ing  Corporation  was  doing.  In  such  a  case  all  the  salaries 
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of  the  key  men  necessarily  retained  to  handle  the  job  would 
perforce  have  to  be  charged  to  the  Rock  Island  Project 
directly.  It  would  not  in  such  a  case  be  in  any  real  sense 
general  overhead  at  all;  it  would  be  direct  labor  cost.  If, 
instead,  at  that  time  there  were  ten  jobs  under  way,  the 
salaries  of  these  men  would  become  general  overhead  and 
be  pro-rated  over  all  those  jobs,  with  only  a  small  propor¬ 
tionate  part  thereof  being  allocated  to  Rock  Island.  It  is 
obvious  that  this  would  be  a  benefit  to  Rock  Island  and  it 
seems  equally  obvious,  if  it  is  to  get  that  benefit,  Rock 
Island  should  share  in  the  investigation  and  new  business 
expense  which  makes  that  benefit  possible.  To  hold  other¬ 
wise  is  to  give  the  Rock  Island  Project  something  for 
nothing.  Since  by  hypothesis  we  are  here  attempting  to 
determine  the  cost  of  the  Project,  that  which  contributes 
benefit  to  the  Project  should  be  included,  by  appropriate 
allocation,  to  that  cost. 

Miscellaneous  Items. 

These  items  were  excluded  by  the  Commission  with  a 
sweeping  gesture  which  gave  no  consideration  to  obvious 
benefits  to  the  Rock  Island  Project.  Take  for  example  the 
Massachusetts  Institute  of  Technology  retainer.  Even  Mr. 
Wilcox  admitted  in  this  connection  that  nobody  knew  when 
skilled  technical  advice,  available  under  that  retainer, 
might  be  necessary  for  the  Rock  Island  Project  itself  (Pet. 
App.  373).  Since  the  Rock  Island  Project  received  that 
benefit  from  the  retainer,  Rock  Island  cost  should  bear  its 
share  of  the  expense. 

The  exclusion  of  the  expense  of  medical  advice  to  em¬ 
ployees,  expenses  incident  to  sickness  and  payments  to 
deceased  employees  (Pet.  App.  274)  seems  to  Petitioner 
to  be  a  reversal  to  standards  of  a  period  even  ante-dating 
the  “horse  and  buggy  age.”  That  such  expenditures  tend 
to  increase  the  morale  and  efficiency  of  the  employees  is  too 
clear  for  argument,  and  the  Rock  Island  Project  should 
bear  its  proper  proportion  of  that  cost. 
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Conclusion* 

The  findings  of  the  Commission  in  the  particulars  men 
tioned  in  this  and  Petitioner’s  Main  Brief  should  be  reversed 
and  the  case  remanded  to  the  Commission* 

Respectfully  submitted, 

Wit j jam  E.  Tucker, 
Paul  D.  Miller, 
Attorneys  for  Petitioner. 

Mijdge,  Stern,  Williams  &  Tucker, 

20  Pine  Street, 

New  York  City, 

Of  Counsel. 

Dated  May  20, 1943. 
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